Heal th Care Cost Trends Hearing

6-28-11 AM

Seena Perunal Carrington

Good nor ni ng. Thank you all for joining us, and | welcone you
to the second day of the Division's public hearings on health
care cost trends. I"m Seena Perunal Car ri ngt on, Acting
Comm ssioner of the Division of Health Care Finance and Policy,
and Chair of these hearings. I'"m joined today by Karen Tseng,

Assi stant Attorney Ceneral.

So let ne begin by acknow edging the obvious. Mssachusetts
enjoys a robust healthcare delivery system The Comonwealth
Fund ranks Massachusetts seventh overall anobng states, on its
state score card which neasures health system performance. This
success can be partly attributed to a strong provider network,
whi ch includes sonme of the highest ranked hospitals on quality
indicators, and health insurers that are consistently rated
anong the top ten best plans in each category nationw de. But at
the sane tinme, the Commonwealth is grappling with escalating
health care costs, which are consum ng a greater portion of the
econony. Yest erday, we heard from experts about rising health

care costs in the state, specifically health care spending per



menber grew 5 percent from 2007 to 2008, while per capita GDP

only grew by 2 percent during that sane tine period.

Price, not wutilization, is the single nost inportant factor
fueling rising private health care spending, while it is just
t he opposite for public payers, in which greater service use |ed
to increased spending. Therefore today, we wll examne price
variation in health services. W wll start with a presentation
of analytical findings, from both the D vision of Health Care
Finance and Policy, and the Ofice of the Attorney Ceneral. I
must admt, during ny entire tine at the Division, | don't think
we've ever released a report that's garnered such criticism or
such praise, except perhaps our review of the reserves and

surpluses of hospitals and insurers.

After our presentations of analytical findings, we're going to
have a panel discussion of providers and payers discussing the
factors that may underlie price variation, and potential
strategies to address the extent of the variation. The panel
wll be noderated by Mchael Bailit, who also serves as the | ead
consultant to the special conmmssion on provider price reform
whi ch was created by Chapter 288 of the Acts of 2010. For those
of you who nmay be less famliar with that group, the special

comm ssion will neet many tinmes over the sumer to produce a



report wth recommendations for reducing the disparities in

rei mbursenent rates.

W will then break for a 45-m nute |unch. The café is |ocated
on the first floor and there are many restaurants nearby. W're
going to begin pronptly again at 12:45 p.m, with a presentation
by Dr. Mchael Chernew, Professor of Health Care Policy at
Harvard Medical School, regarding the consunmer's role in cost
contai nment. Lastly, we will have a panel of w tnesses noderated
by Dr. Chernew, who w Il discuss price and quality transparency

and how that can inform nore prudent health care purchasing

decisions and inpact wutilization patterns. Panelists wll be
sworn in, and will therefore be providing their testinmony under
oat h. While the noderator will ask the mmjority of questions,
Karen or | may intervene at any point if we wish to dig further
into an issue. | wuld |ike to encourage all of you in

attendance to engage with the information and ideas being
shar ed. There's index cards available in your folder. Pl ease
wite any questions that you may have for panelists or the
expert w tnesses, and give them to nenbers of ny team who wl

be wal ki ng around. At the end of each panel, the noderator wl|
ask some of the submitted questions and ultimtely, based on the
information presented today, the Division is <charged wth

devel oping a final report with recommendati ons.
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Before we proceed, | want to enphasize a point of critical
i nportance. If we're ever to make progress on cost containnent,
we need to have frank, open discussions. If you don't agree with
our findings tell us, but also tell us how to nake it better and
then provide us with the underlying data so that we can anal yze
it. O herwi se, as the Governor noted yesterday, we're always
going to get |lost debating nunbers, when this conversation
should really be about providing relief to Massachusetts
residents from escal ati ng, unsustainable health care costs. And
so wth that, let nme begin by introducing Stacey Eccleston,
Assi stant Conmi ssioner for Health Research and Policy at the

Di vi si on.

St acey Eccl eston

Thank you. As Conm ssioner Carrington said, yesterday we | ooked
at the grow ng expenditures and saw that price was an inportant
driver of those expenditures. This analysis today that we'll be
| ooking at, digs deeper into those prices. It uses the sane data
that was used for the expenditure analysis. In particular, the
study uses 2009 data, so it looks at the prices that were paid

for services that were delivered in 2009. W | ook at the private
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payer prices and we |ook at commercially insured nenbers in a
variety of setting. We | ook at inpatient hospital, outpatient
hospital, as well as physician and other professional services.
The prices paid by the commercial carriers are then conpared to
both Medicaid and Medicare. W |ook at the variation in quality
scores that are specific to the particular DRGs that we're
| ooki ng at, and how those relate to -- and how the variation of
the quality scores relate to the price variation. And finally,
we | ook at sone potential cost savings that would be associated

Wi th either reducing or elimnating that variation.

The report itself, if you' ve seen it, includes the main report,
as well as a statistical appendix and a technical appendix that
expl ai ns the nethodol ogy. The statistical appendi x contains sort
of detailed information for nmultiple services in DRGs. So what
we're able to do in a presentation today is just provide sone
exanpl es of those, but you can be assured that if you go to the

report itself, you can see the detail for all of those.

So what | want to first start out, is give you an overview and
then denonstrate each one of these findings using sone exanples.
There were several findings. First; there was substantial price
variation that we found across all providers and all service

types. The highest paid hospitals, for exanple, received average
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paynents that were anywhere between 50 percent to 100 percent
hi gher than the |owest paid hospitals, for the sanme services.
Tertiary care hospitals, those that perform cardiac and
neurosurgery, tended to have higher prices conpared to conmunity
hospitals, for again the same services, but this wasn't always
the case. Sonetinmes, geographically isolated comunity hospitals

al so had hi gher prices.

For the professional services, they were up to a six-fold
differences in actual CPT prices that were paid. W also found
that the volume of discharges in a hospital tended to occur in
the higher paid hospitals, for each of the DRGs. And again,
we'll look at an exanple of that. W found little variation
anong hospitals based on the quality netrics that were specific
to the 14 DRGs that we're taking a look at, yet the price
variation for those sane 14 DRGs was quite wide. In addition, |
mentioned we did sone savings sinulations that showed, anong
other scenarios, what narrowng the price variation to the
existing 20th and 80th percentile would vyield in terns of
savings, and found about $267 mllion in savings on just the
I npatient and the professional services side. Q her scenari os

that we tested would yield even greater savings.



In conparison to public payers, we found that Medicare and in
particular Medicaid rates, were consistently |lower than the
prices that are paid by the private payers, with a couple of
not abl e exceptions to that. W also found that the hospitals
with the highest proportion of Medicaid patients are not those
that have the highest private pay prices, and we |ooked at this
because we heard that the need to conpensate for |ower Medicaid
prices was a driver of the wvariation in that prices, so we
wanted to explore that. So it's not to say that the cost
shifting doesn't occur, but rather it doesn't appear to explain
the variation in the prices that we look at. Oherw se, those
with the greatest need for the cost shifting, those wth the
greatest proportion of Medicaid patients, would then be those
with the highest private payer prices, so it may have to do nore
with the ability to negotiate those prices. And finally, while
we find that the variation in Medicare prices was simlar in
breadth to that that we found for the private payer prices, SO
the highest paid hospitals in Medicare were nearly double the
| owest paid hospitals. The rankings of the hospitals are quite

di fferent between the two.

So let's give a brief exanple of each of these points, and
before | do that, | just want to give you a little bit of a

net hodol ogi cal overview. The data that we used cane from clains

7



subm ssions from five |arge payers, both fully and self-insured
claims, and these accounted for about 80 percent of the
privately insured market in the state. So it's  pretty
representative. The prices paid are for services that were
rendered in 2009, and they include the carrier's paynents, as
well as any of the co-paynents that were paid by the patients
t hensel ves. The inpatient prices are calculated both on a
statew de basis, as well as a hospital specific level. The
prof essional prices were only available at the statew de |evel

Al'l of the hospital specific analysis, so whenever you're seeing
any of the hospital conparisons, the prices are severity
adj usted nedian prices. So that neans that we're sort of holding
the severity across the hospitals constant, so case mx isn't
driving those differences. And we're only including hospitals
where there are at least 30 discharges for the given DRG and

enough within each severity level to nake those adjustnents.

We | ooked specifically at 14 DRGs that nade up about 40 percent
of the total inpatient paynents on average. Those DRGs were
chosen as ones that were frequently occurring across al

hospital types. Also, we wanted to nmake sure that we had ones
where there were quality neasures avail able. For t he
prof essi onal services, we used 20 CPT codes; those made up about

32 percent of the professional paynents, and here we chose the
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nost inportant CPT codes wthin different categories of
services, so wthin the office visit category, wthin the

surgi cal category, radiology, physical nedicine.

The quality neasures that we're |looking at are conposites that
were specifically tailored to each of +the DRGs, and the
conparisons of the private payer prices to Medicaid and
Medi care, basically wused the fee schedule rates for that
conpari son. The Medicaid Standard Paynent Anount per Discharge

or SPAD, had to be converted to DRG specific rates, because as
you know, Medicaid pays one single rate to all of the hospitals.
So we were able to convert that single rate into DRGspecific

rates.

For our first finding, we said that the price variation for
I npatient hospitals services was wi de, and that the highest paid
hospitals receive paynents that are anywhere between 50 to 100
percent higher than the |owest paid hospitals. Here we're
showing the severity adjustnent price relativities, where the
nmedi an hospital here is equal to one, for the 14 DRGs. So we
take the severity adjusted nedian price paid to each hospital
and just sinply divide that by the nedian paid across all of the
hospitals, to create what's like an index here, or what we're

referring to as the price relativity. So for pneunonia here, the
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| owest paid hospital received paynents there were about 75
percent of the nedian hospital, and the highest hospital here
recei ved paynents that were about 26 percent higher than the

medi an hospital.

The range was narrower for DRGs, such as hip joint replacenent
and congestive heart failure, and nost significant about double
fromthe low to high for cesareans, AM and appendectom es. In
the report and in the appendix, you can for each of these DRGs,
the relative positioning of each hospital that we |ooked at.
Here we'll denonstrate using the services here that are in
green, so a nedical stay, pneunobnia, a surgical stay, knee joint
repl acenent, and the two childbirth stays, since these are by
far the nost frequent DRGs that occur across the state, and so

they make up the | argest proportion of the dollars.

So each one of those four DRGs, we'll start with pneunonia, we
see that the highest paid hospital in this case -- and in this
case Mass General, received about $9,000 per discharge, while
the lowest paid hospital, Brockton Hospital, received about
$5, 500 per discharge. The range here is about 1.7 times fromthe
low to high, and renenber, these are severity adjusted prices
that are paid. Here we're talking about the facility paynents

for those DRGs, so it doesn't include the surgeon's charge, the
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physician's charge or the obstetrician's charge in the case of

the deliveri es.

For the knee joint replacenent, our surgical stay, the spread is
about 1.8 tinmes from low to high; Lowell General at about
$14, 000, conpared to Brigham and Wnen's at about $25,000. For
cesarean delivery, the highest paid hospital receives nore than
double what the |owest paid hospital receives, about $10,500
conpared to about $5,000 for the |lowest paid hospital. And here
the range is nore than double, fromlow to high. And we see a
simlar spread for vaginal delivery; $3,400, conpared to about
$6, 000 for the highest paid hospital. And if you were to | ook at

all of the other DRGs, you see a pretty simlar picture.

Here we also noted earlier, that there tended to be higher
prices paid to tertiary care hospitals, conpared to the
comunity hospitals, and you can see that many of those tertiary
care hospitals here, colored in green, are found at the right
side of the chart, the higher end, but that's not true in all
cases. For exanple, South Shore Hospital, not a tertiary care
hospital, has relatively higher prices for this DRG while St

Vincent's or Boston Medical Center for exanple, had relatively

| ower prices for this service.
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W also said that nore of the volune of discharges happens to
occur at the hospitals that are at the higher end of the price
scale, and this is true for all of the DRGs. Taking a |ook at
our four exanple DRGs, again here we see the pneunobnia, we see
that about 60 percent of the discharges occur at the upper end
of the range, with 35 percent of the discharges occurring in
that third quartile of prices that range from about $7,300 to
about $8,100. This chart here just sinply shows you the percent
of discharges for the DRG in this case pneunonia, that occur at
the hospitals, in each of four different quartile |levels. Mre
typically, actually what we see for all of the rest of the DRGs,
| ooks nmore simlar to this chart, where the mgjority of the
di scharges actually occur at the very highest or top quartile.
Here, for the knee joint replacenent, nearly one half of the
di scharges were at hospitals in the top quartile of the prices,
that range from about $22,000 to about $25,000. Sarme thing for
cesarean delivery; here about 45 percent of the discharges
occurred at the very top quartile of prices. In fact for
cesarean delivery, about 70 percent of all of the discharges
occur at the hospitals that are in the upper half of that price
range. And again, for the vaginal delivery, a simlar story,
with only about 12 percent of all discharges occurring at
hospitals that were at that lower priced quartile. And again,

the report itself presents this information for each of the
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DRGs, where we have enough volune to |ook at the hospitals, and

the picture | ooks pretty simlar to what you see here.

Wl | what about quality? We created an index, or a relativity,
very simlar to what we did for the price relativity, for the
quality relativity. That is, each of the hospitals' conposite
score was divided by the statewi de average to create that index.
So for pneunbnia, the |lowest hospital was just three points
bel ow the medi an and the hi ghest was just three points above, so
a spread in quality of just six points. Renmenber for the price
relativity that we saw, it was a nmuch greater spread, nore than
50 points here. So for each DRG here, you can see a very narrow
range in the scores, typically with a spread of just about eight
points, fromlow to high, the nost significant spread being for
COPD, 92 to 1.13, and the vaginal delivery, 94 to 1.06. So
basically there was very Ilittle wvariation in the conposite

quality scores for these DRGs.

Just a word about how we get those scores. The quality neasures
were selected to be specific to each DRG So generally, they
consist of three different domains; patient experience, which is
hard set to account for 25 percent of the score, and then the
process of care and outcone neasures from CVS5, which make up the

other 75 percent. So if we take pneunonia for our exanple here,
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the CM process neasures specific to pneunonia, account for 25
percent, and those include the things that are listed here.
Readm ssion rates, specifically for pneunonia, account for 25
percent of that conposite score. Mirtality rates again, specific
to pneunonia, account for another 25 percent of that score, and
then the patient experience neasures account for 25 percent of
the score. Surgical process outcone neasures were applied to all
the surgical condition. Patient safety indicators were applied

to the births, and all of this is detailed in the report itself.

So we said that we conpare the quality relativities to the price
relativities. This is a depiction of that and again, we'll [|ook
at our four sanple DRGs. Here we're |ooking at pneunonia, and
the quality relativity is the blue bars here, and you can see
there's very little difference in the quality relativities,
rangi ng from just below one to just above one, so just a slight
slope in those bars. On the other hand, the price relativities
are quite varied and there's a nuch wider range. In addition

the hospitals at the lower end of the quality scale here, to the
|l eft, have prices that are relatively higher sonetinmes, and
while the hospitals with the highest quality ranking, Mount
Auburn in this case, has one of the lowest price relativities,
under .9. Although keep in mnd here that when we're | ooking at

these quality scores, there is very little different and they're
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all quite high; all the hospitals are relatively high for these

qual ity neasures.

When we | ook at knee joint replacenment, our other DRGs, we see a
simlar thing; little wvariation in the quality and nmnuch
variation in the price. And the hospital at the |owest end of
the quality relativity has one of the higher prices, at 1.2, and
sone of the hospitals at the wupper end on quality, Ilike

W nchester, had relatively | ower prices, at .9.

For cesarean delivery, a simlar wde variation in prices and a
narrow variation in quality, wth again sonme of the highest
prices hospitals being at the lower or the mddle of the quality
netric here, and a hospital |ike MIford Regional, at the
hi ghest end of the quality scale, having prices that were anong
the lowest, at .89. And finally for the vaginal delivery, the
sane story once again, with the hospital at the |owest end of
the quality scale having anong the highest prices, and a
hospital like Tufts Medical Center, at the upper end of the
quality scale, having prices that are pretty typical. And with
the report and the appendices again, you see a simlar thing for

the rest of the 14 DRGs.
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Well, what about if there wasn't such variation in the prices,
what would that nean? W did sone sinulations where we
determ ned what the potential savings would be if we narrowed
that variation. W chose four different scenarios; one where we
assune all paynents to be nmade at the nedian, and this is across
all the DRGs. So across the DRGs, a nove to all paynents at the
nmedi an, so increasing those below the nmedian, up to the nedi an
decrease those above the nmedian to the nedian, and that would

result in about a 3.3 percent savings.

Anot her scenario that we |ooked at. Looked at reducing the
paynents that were above the 80th percentile, down to the 80th
percentile, and that scenario resulted in savings of about 5
percent overall. Another scenario |ooked at reducing the
paynments above the 80th percentile, down to the 80th percentile,
while at the sane time increasing those below the 20th
percentile, up to the 20th percentile, so a squeeze in both
directions if you will. And here we still result in savings,
even though we're increasing sonme of the prices and even though
it's a symetrical narrowng, and you save nore dollars by
reducing at the upper end than you add on by increasing at the
| ower end. And we also nodeled what the increase in paynents
would be if we only increased those below the 20th, and that

woul d result in about a 2.4 percent increase.
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Al'l of the simulations were done specifically at the DRG and the
severity level, and then those were sumred up. So the variation
that we see in the distribution that we start with, isn't due to
different severity levels, so we're doing it wthin severity and

then summ ng up those total savings or increases.

W did a simlar thing for the professional services, or the CPT
codes, with the identical scenarios that we just saw, and we
found a potential 10 percent in savings for having all of the
paynments nmade at the nedian, a 5 percent decrease in paynents
for those -- reducing those about the 80th to the 80th
percentile, and a 2.8 percent decrease in paynents for
increasing the bottom 20th percentile while at the same tine
decreasing those above the 80th percentile of paynents. The
greatest percentage savings for professional services can be
found for therapeutic exercises here, though this is a
relatively low cost procedure and noderate conplexity office

consul tations and radi ol ogi cal exans.

W also conpared the private payer prices to the Medicaid
prices, and here's just a table with an exanple of four DRGs.
The table shows the DRG individually for each of the severity

| evel s that we have. W didn't put the fourth one on here, just
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to save room but there's four severity levels, and it shows the
medi an private payer price, the Medicaid price as derived from
that SPAD that we tal ked about, the private payer nedian price
as a percent of Medicaid. So for pneunonia here, for severity
| evel one, the private payer price is about 165 percent of the
Medicaid price, so 65 percent higher. And the last two col umms
here show you the distribution anong the different severity
| evel s, basically showing that they |ook pretty simlar between
both the Medicaid and the private payer prices. About 20 percent
of pneunonia discharges, for exanple, were for severity |evel

one for both Medicaid and for the private payers.

Looki ng down the columm of the private payer price as a percent
of the Medicaid price, you can see that in all cases, except for
severity level three on the bottom one, for vaginal delivery,
the Medicaid prices were quite a bit |ower than what we see for
the private payer prices, particularly for AM. The closest
range was for the deliveries. In fact, sone hospitals receive
hi gher paynents from Medicaid than they do from private payers,
for deliveries. This table lists just the bottom ten hospitals
and the top ten hospitals, in terns of their private payer
price, so a lot of hospitals in the mddle here are not shown.
W can only fit so many hospitals, so it's just the hospitals

that are in the mddle are not shown. But what you can see here
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Is that for those bottom ten hospitals, the Medicaid price is
actually higher than the private payer price, whereas for
hospitals |ike Cooley Dickinson and Fairview, that are in the
top ten hospitals on the private payer side, had nuch |ower
Medi caid prices. The private payer prices were about 45 percent
hi gher. Another thing you can easily note on this slide is the
narrow range generally, that we see for Medicaid prices. That

just reflects nodest adjustnents for a variety of things, |ike

geogr aphy.

Private payer prices were also higher for physician's services.
Here we can |ook at both Medicaid and Medicare, and while
Medi care prices were about 72 percent higher for an MR, it is
Medi care prices that are higher for psychotherapy and physica

medi ci ne procedures. This is likely due to the fact that there
is no distinction made in Medicare for a physician versus a
physi cal therapist providing that service. Alternatively, all of
the private payer prices were higher than Medicaid prices, but
relatively close for the psychotherapy service, just 12 percent

hi gher in this case.

W also noted that there didn't appear to be a correlation
between the private payer price differentials and the

differentials in the proportion of patients at a given hospita
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that were Medicaid patients. So here we're looking at
appendectony, and we've listed the hospitals again, wth the
| owest private payer prices at the top and those wth the
hi ghest prices at the bottom wth many in the m ddle, again not
shown here. And as you can see, the three hospitals with the
| owest private payer prices, so Lowell, Lawence and Bay State,
have some of the highest proportion of Medicaid patients for
this specific DRG and overall. So ranging from 20 to 34 percent
of their patients are Mdicaid. Wile the four hospitals wth
the highest prices; Children's, Sturdy, Brigham and Wnen's and
Mass General, had sone of the |owest proportion of Medicaid
patients, between 6 and 10 percent for this specific DRG and up
to 165 percent across all DRGs. A correlation that was run,
shows that there was wvirtually no statistical correlation
between the private payer price ranking and the proportion of

Medi cai d di schar ges.

Just another exanple of this, a simlar picture is shown for
vagi nal delivery, with the |owest price hospitals on the private
payer side, Holyoke and Canbridge Health Alliance, having nore
than two-thirds of their discharges for this particular service
being Medicaid patients, while the highest priced hospitals at
the bottom of this chart have |less than a quarter. And again, no

statistical correlation, and the picture here | ooks the sanme for
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all of the DRGs, and you can see that again, in the statistical
appendi x. So again, not to say that cost shifting doesn't occur,
but it just appear to explain the variation in the prices, since
those with the greatest cost shifting needs are not those that

are able to negotiate the highest private payer prices.

Qur | ast finding rel ates to Medi car e. Medi car e rate
differentials reflect very specific factors. Here we used our
health safety net data to get the Medicare rates, since they're
based on Medi care paynents. After we controlled for DRGs, what
remains then are rate differentials that reflect differences in
three things very explicitly; geographic factors, such as wage
differences and cost of living, indirect nmedical education
expenses and disproportionate share status. And | think it's
that latter one that probably has the greatest influence on the

Medi care price relativities.

So as a result of those three factors that are explicitly built
into the Medicare rates, we see a variation in Mdicare prices
that are paid to hospitals that's quite simlar, in breadth
anyway, to what we saw for the private payers. Here we're
showing again, the bottom ten hospitals, but this tinme for
Medi care paynents, and the top ten hospitals based on Medicare

paynents and how they rank. The first colum shows that the
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| onest paid hospital by Medicare, which is Cooley D ckinson, had
prices that are about 86 percent of the nedian, while the
hi ghest paid hospital by Medicare was paid about 64 percent
above the nedian Medicare price, for a ratio of about 1.9 from
low to high, and this is quite simlar to what we see on the
private payer side, with a ratio of 1.8. So while Cooley
Di ckinson is ranked nunber one in terns of the |owest paid by
Medicare, it's ranked 39th for the private payer prices. North
Adam is second lowest and 27th on the private payer scale.
Alternatively, Tufts Medical Center and Boston Medical Center
are ranked 43rd and 44th, so the two highest for Mdicare in
this group, while they ranked 25th and 14th respectively, on the

private payer price side.

As | nentioned before, there's a lot of information in here.

You can find the detail on all of those DRGs, on the

nmet hodol ogies, if you go to this website. Thank you.
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Seena Perumal Carrington

Thank you Stacey. W'Il now nove to Karen Tseng from the
Attorney GCeneral's office, to review their findings, before we

begin with questions and answers.

Karen Tseng

Good norning. |I'm Karen Tseng, Assistant Attorney General in the
Health Care Division of Attorney GCeneral Martha Coakley's
Ofice. Wth nme today is Jennifer Smagula, Actuary with Gornman
Actuarial, whom our office engaged for expert assistance in our
exam nation of health care cost trends and cost drivers. |I'm
here this nmorning to share with you, our office's findings on
the wide disparities in prices in the health care market, which

are not tied to value. These increases in prices are the min

reason our health care costs are rising. After | review our
findings, Ms. Smagula will provide further details regarding how
we approached our analysis, and then I will conclude with sone

recomendations for addressing price disparities and narket
dysfunction. To echo the Attorney Ceneral's renmarks yesterday,
we thank the nmany providers and payers who provided information

during our examnation, for their courtesy and cooperation. W
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| ook forward to an infornmed discussion on the pressing matter of
price disparities and rising health care costs during these

heari ngs.

How did our office evaluate health care costs? Like |ast year,
we | ooked at two neasures. Price is the negotiated anmount that
the insurance conpany pays a provider for delivering nedical
services. Price is inportant, because it tells us the anount
that one provider gets paid, conpared to another, for providing
the sanme service. For exanple, when you have a choice between
two high quality hospitals, price tells you how nmuch nore it
costs the health care system if you choose to go to the higher
priced hospital. Total nedical expenses is an elegant neasure
that captures the total cost of caring for a patient. It takes
all the prices for all of the services that a patient consuner
and adds them up. In this way, total nedical expenses reflects
both price and volune. It shows us the total cost of caring for
a patient over a period of time, usually shown per patient, per
nonth. Total nedical expenses can be health status adjusted to
control for differences in health and denographics between two
patient populations. This way, we can conpare the total cost of
care for equivalent populations. If it costs much nore to care

for one population than another, with no difference in quality
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results, that raises inportant questions of where and how we can

begin to save costs.

Here are two tables showing the variation in hospital prices and
the variation in physician prices, in three mgjor insurers
networks. Blue Cross Blue Shield, Harvard Pilgrim Health Care
and Tufts Health Plan are the three |argest comercial insurers
I n Massachusetts. Together, they make up nore than two-thirds of
the conmercial insurance market. A 100 percent difference in
price neans one provider is being paid twice as nuch as anot her.
A 200 percent difference in price means one provider is being
paid three times as nuch as another, and so on. From these
tables, we can see there is wide variation in hospital prices,
with the highest paid hospital in each insurer's network being
paid two and a half to four and a half tines as much as the

| owest paid hospital. For physicians, the story is the sane.

Anot her way providers are paid are through global paynents.
There are also wde disparities in global paynments. Health
Insurers and providers negotiate a target anount, or gl obal
budget, that will be paid to the provider for all of the care
the provider's patients receive over the year. W health status
adj usted those gl obal paynents, so we control for differences in

t he denographics and health of the different populations cared
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for by the different providers. After controlling for these
di fferences, sone providers are still paid nmore than $400 per
menber per nonth, while others are paid |less than $300 per
menber per nonth, to care for patients of conparable health and
age. These wide differences in paynent, whether fee for service
or global paynments, neans higher paid providers have nore to
spend on many things; on building new facilities, on expanding
operations into new communities, on technology for patient care,
on recruiting, on salaries, on advertising and anenities. OQur
exam nation over the last two years focused on whet her consuners

and enpl oyers are getting value for those higher paynents.

First, we |ooked at whether high prices are explained by better
quality. To examne quality performance, we reviewed the best
publicly available, well vetted and wdely accepted data,
focusing on outcome neasures where available. Last year, we
| ooked at how insurers evaluate provider quality, to determ ne
whet her quality was an inportant factor in the negotiation of
provider prices. W found insurers' own assessnment of quality
performance did not correspond to the prices insurers paid
providers. This year, we again examned whether there's a
rel ati onship between paynent |evel and quality performance. W
focused not on insurers’ own assessnent of quality, but on the

best publicly available and wi dely accepted netrics. First, we
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sought to understand how Massachusetts providers conpared to one
another, and to their national peers on quality, and second, we
sought to wunderstand if wde disparities in prices can be
adequately explained by quality differences. Again, we found
they could not. Instead of tracking the wde disparities in
price, we found that the quality performance of Massachusetts
providers is simlar and consistently high. Were national
conparison data is available, Massachusetts providers wusually
score better than their national counterparts, and no providers
are consistently anong the best or the worst performers across

cat egori es.

For exanple, this next slide shows hospital perfornmance across
four clinical measures. W blinded the nanmes of the hospitals in
this slide because the goal is not to highlight or single out
performers who perforned less well, but to show the overall
consi st ency in hi gh quality per f or mance. I n gener al

Massachusetts hospitals perform within a tight range of each
other and 52 of the 61 Massachusetts hospitals, or 85 percent of
hospitals in Massachusetts, exceed national average perfornance.
W saw simlar results when we examned other neasures of

hospi tal and physician quality.
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It has also been suggested that certain providers need to be
paid two to three tines their peers, because they have higher
costs. W found that testinony filed for these cost trend
hearings raised the inportant question of whether underlying
costs drive the need for higher prices or whether higher prices
allow for greater spending on salaries, anenities, capital
construction, advertising and other costs. The Medicare Paynent
Advi sory Conmm ssion has found that wunusually high hospital
margins on comercial patients can lead to nobre construction,
hi gher hospital costs and |ower government nargins. MdPAC s
data suggests that when commercial margins are high, hospitals
face less pressure to constrain costs and so costs rise and

government margins tend to be | ow

This next slide exam nes governnment and commercial nargins at
simlar hospitals in the Comonwealth. Here are the 2008
hospital margins, as reported under oath by three major Boston
teaching hospitals. Al three hospitals are nmjor academc
medi cal centers, offering extensive research and teaching
prograns, extensive resources for tertiary and quaternary care,
and they are the principal teaching hospitals for their
respective nedical schools. Because of their simlarity, these
three hospitals are paid conparably by Medicare and Medi caid.

The margin of these three simlarly situation Boston hospitals,
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on their conparable governnent paynents, ranges from -3 percent
to -33 percent. On the commercial side, these three hospitals
have negotiated paynent levels that also result in very

different margins, from3 percent to 21.4 percent.

As many others have noted during these hearings, health care
costs continue to grow faster than inflation, wages, and nmany
ot her economc indicators. The Division of Health Care Finance
and Policy, as you heard from Stacey just now, has found that
increases in price are largely responsible for rapid gromh in
commercial health care costs. W found the sanme. Increases in
prices which are not tied to value, are the main reason our
health care costs are growing. In this slide, you can see that
for each year since 2005, nore than half of the increase in
commercial health care costs, is due to increases in price;
versus about 25 percent fromincreases in the nunber of services

consuned.

Qur health care costs are growing not only because of pure
I ncreases in price, but also because volune is increasingly
concentrated at the higher paid providers. The D vision of
Health Care Finance and Policy found that inpatient service
volune tends to be concentrated in higher paid hospitals.

Simlarly, last year, our office found that between 2005 and
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2008, inpatient volume grew for higher pay providers while it
shrank for |lower paid providers. W also know, from this
previous slide, that up to and including last year, the trend in
provider mx, which is partially shown in the red bar, the trend
in going to higher priced providers provider mx, continues to

add to our health care costs.

The silver lining here is that we as a Commonweal th, have a
significant opportunity to save costs, by shifting care to nore
efficient, high wvalue providers. This is what the group
I nsurance conmm ssion acconplished in reenrolling over 99 percent
of state enployees in health plans, with nore than 30 percent of
state enployees choosing limted network plans that consist of
high quality, |ower cost providers. As you heard from Secretary
Gonzal ez yesterday, that shift in care, to l|ower cost high
quality providers, is expected to save the Comonwealth $20
mllion next year. These findings highlight the inportance of
gi ving consuners and enployers the tools and incentives to seek
out high value, efficient providers, and to give those efficient

provi ders a vi abl e busi ness nodel to conpete on val ue.

Price disparities also contribute to differences in total
nmedi cal spending. Recall that total nedical spending is the sum

of all of the cost of care for a patient over a given nonth.
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This nmetric can be health status adjusted to control for factors
like age and health status, so we are conparing the |evel of
nmedi cal spending for conparable patients. For patients wth
hi gher health status adjusted TME, the additional anmount being
spent on their care is not explained by age or health. |nstead,
three factors explain differences in health status adjusted
total nedical spending. The patient with higher TME may be
getting nore health care services or utilization. Two, the
patient nmay be using higher priced providers nore often than the
patient with |ower TME, and three, the patient may be using nore

expensive treatnments, known as service m X.

Qur office examined whether there are differences in health
status adjusted total nedical spending across Massachusetts and
we found there are. These results are shown in this slide. W
received health status adjusted total nedical expenses by zip
code, from each of the three major health care insurers. W
mat ched that total nedical expenses information by zip code,
with information from the Internal Revenue Service, on average
I ncome per zip code. In conparing the average TME per zip code
W th average incone per zip code, we found that differences in
total nedical spending correlate with differences in incone.
The left nost bar in this graph shows the 135 Massachusetts zip

codes with the lowest health status adjusted total nedical
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spendi ng. More than half of these zip codes are also the zip
codes with the |owest average incones. To the far right of this
graph, we see a bar that shows the zip codes with the highest
total medical spending. Al nost 60 percent of these high TME zip
codes, are also the zip codes with the highest |evels of incone.
If the increased cost of caring for patient with high TME is
spread throughout a |arger risk pool, as may happen in the snal

group market or in a single large enployer group, those wth
| ower TME may be subsidizing the higher cost of care of those

with higher TME in the same risk pool.

Qur office was able to <conduct this analysis because of
i ncreased transparency in Massachusetts on inportant cost
netrics, like total nedical expenses. W hope this type of data
and analysis will guide policymakers as they grapple with how to
address dysfunction in our health care market. Because this is
the first time this kind of analysis has been done in
Massachusetts, 1'd like to introduce you to Jennifer Smagul a,
our Actuarial expert, so you can hear directly from the expert

who conducted this anal ysis.
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Jenni fer Smagul a

My nanme is Jennifer Smagula. | am a fellow of the Society of
Actuaries and a nenber of the American Acadeny of Actuaries.
Since July of 2010, | have been an actuarial subcontractor of
Gorman Actuarial, where | have focused on assisting state
governments in analyzing the inpact of health care reform
policies on the insured market. |In addition, | have been
responsible for pricing and trend analysis at two health
i nsurance conpani es in Massachusetts; Blue Cross Blue Shield and
Harvard Pilgrim Health Care. You heard yesterday from ny
col | eague, Bela Gorman, regarding the key neasures the AGO
reviewed to understand costs in the health care market. | wll
focus ny remarks today on the AGO s approach in analyzing the

rel ati onshi p between total nedical expenses and incone.

The AGO conpared information on a health status adjusted total
nmedi cal expenses, or TMg, for each Massachusetts zip code, with
i nconme information for each zip code, to determ ne whether there
Is a relationship between health status adjusted TME and i ncone.
The TME data cane from the three |argest comercial insurers in
Massachusetts. Blue Cross Blue Shield, Harvard Pilgrim and
Tufts Health Plan provided their 2009 nenber nonths and

associated TME for each Massachusetts zip code. This data was
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separated by nenbers, required to choose a PCP and those not
required to choose a PCP. For each insurer, we conbined the TME
for these two groups, to nmaximze the nunber of nenbers per zip
code and therefore increase the credibility of the analysis.
Where the insurers conbined nmenber nonths for a particular zip
code was |ess than one thousand, we excluded that zip code from
our analysis. In nmy opinion, excluding zip codes with fewer than
a thousand nenber nonths increased the credibility of our

results.

The TME from each insurer reflects allowed anmounts, neaning it
includes the insurer's liability as well as any nenber cost
sharing. This approach normalizes for any differences in cost
sharing by zip code, but does not allow us to adjust for any
utilization differences related to product design by zip code

For exanple, if some zip codes had a higher proportion of
nmenbers and high deductible plans which had an additional
deterrent effect on nenbers’' use of health care services, we
were not able to normalize for any such differences across zip

codes.

The AGO obtained inconme information from the Internal Revenue
Servi ce. For each Massachusetts zip code, we obtained data on

adjusted gross incone and nunber of tax returns for the nost

34



recent year available, 2007. By counting joint returns as two
and the remmining returns as one, we were able to calculate
adjusted gross inconme per filer, for each Massachusetts zip
code. There was no way to distinguish which filers had
comercial insurance with one of the three insurers surveyed,
other insurance or no health insurance, so while the TME data
reflects the TME of commercial patients in a zip code, the
I nconme data includes residents wth other sources of insurance,
such as Medicare or Medicaid. For each insurer, we ranked the
credi ble Mssachusetts zip codes by average incone and by
average health status adjusted TME. Each ranked list of zip
codes were grouped into five quintiles of equal size. For
exanple, the 20 percent of zip codes with the |owest average
TME, were grouped into TME quintile one, while the 20 percent of
zip codes wth the highest average TME were grouped into TME
quintile five. This enabled us to analyze the distribution of
zZip codes by TME quintile and by incone quintile, to understand
if there is any relationship. For exanple, for the quintile zip
codes with the |owest average TME, we cal culated how many of
these zip codes were also in the lowest incone quintile. W
found a clear pattern between health status adjusted TME and
average incone by zip code, with many zip codes being in the

sane quintile for TME as for incone.
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In addition to examning the distribution of zip codes across
quintiles, we examned the distribution of nmenber nonths across
quintiles, analyzing the distribution of zip codes counts each
zip code as an equal unit, while analyzing by mnenber nonths
takes into account the fact that sone zip codes have nore
menbers than others. Both approaches yielded the sanme finding; a
clear pattern between TME and average inconme by zip code. W
chose to publish the distribution weighted by nenber nonths in
our graphs, because that approach accounts for nenbership
di fferences anong zip codes. The data | have revi ewed, exam ned
from nmultiple perspectives, supports the AGO s findings that on
a health status adjusted basis, the total anount spent on the
care of commercial patients from higher income comunities is
hi gher than the total anmpunt spent on the care of patients from

| ower i ncome communities.

The AGO s analysis of TME and incone is valid and reasonably

relies on the information produced by insurers and obtained from

the IRS. Thank you.
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Karen Tseng

So the AGO and the division has outlined a significant problem
here with these price disparities. Wat do we about it? Sone
recommendati ons. These findings on price disparities and their
effects on the market and on health care costs are the result,

both of increased transparency in the market and the rigor of
our exam nation. W think that while it is very inportant that
sound data and findings be brought to the attention of
stakehol ders, it is equally inportant that we as a commonweal th

find sound ways to act upon this information. As in any market,
t he purchaser, here consunmers and enpl oyers, have a unique role
to play in helping to inprove market function. It's critical
that consuners and enpl oyers have the tools to make val ue based
purchasing decisions, both through inproved information and
through purchasing tools such as limted and tiered network
products, which differentiate anong providers based on val ue.
Such tools should be coupled with other neasures, such as the
tenporary statutory restrictions described in the Attorney
Ceneral's report, to insure we nove fast and far enough in right
sizing this market and in addressing the problem of rising
health care costs. That is critically inportant to businesses

and to famlies across the Commonweal th. Thank you.
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Seena Perunmal Carrington

Thank you Stacey, thank you Karen. W received a few questions
from audi ence nenbers that 1'lIl ask now. Either of you can fee
free to answer. If the prices were not severity adjusted, would

the variation i ncrease?

St acey Eccl eston

| suspect that if we didn't perform the severity adjustnent,
actually the variation would be wider. And | say that because
when we take a look at the hospitals, a lot of the hospitals
that were on the higher end, did have higher proportions of
patients that were in the severity levels three and four. So |
think that wthout that severity adjustnent, the variation
definitely would have been w der, although it wasn't consistent
so there mght have been people that were noving around in
different places, because there were in fact sone hospitals in
the mddle or at the lower end, that also had that higher

severity m Xx.
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Seena Perumal Carrington

Thank you. There's a high usage of academ c nedical centers for
routine and elective procedures. Thoughts about how consuners
define quality. Mybe that correlates better wth utilization
and price. How do we change consuner perceptions of hospital

br ands?

St acey Eccl eston

It is true. | think that quality for the consunmer is a | ot about
perceptions. And in fact, sonme of the neasures that we used in
our quality netrics were patient experience neasures, and
there's eight of those patient experience neasures that relate
directly to the care that they received while in the hospital,
and then two are nore or |ess about, so would you recommend this
hospital and how would you rate it overall. And you can see sort
of the patients' perceptions comng out in those questions,
because there are sonetines hospitals that are sort of in the
mddle on all of those, did the nurse cone and visit you, did
the doctor explain everything, but then when it conmes to those
last two nore perception related questions, all of a sudden

there's a change in that it's highly rated. So | think that's a

39



question that's going to be great, that we can talk about in the
panel this afternoon, because we're going to be talking about
how consuners view quality and what would notivate them to nake

better health care purchasing deci sions.

Karen Tseng

Yes, we could add to that. It certainly starts wth good
information, making sure the consuners have access to well
vetted and standardized information on the quality performance
of providers that they are seeking care from so that they can
make an infornmed purchasing decision. In addition to reliable,
wel |l vetted and transparent quality metrics, starting with good
information, one of the recommendations in our report is to
hi ghlight for consumers, the cost and quality outcones of their
choices, so they can see the clear |ink between rising prem uns

and choi ce of health care provider.

Seena Perunal Carrington

Is the conclusion that Medicaid pays too little, private payers

pay too much, or somewhere in between?
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St acey Eccl eston

| don't think there's necessarily a conclusion that conmes out of
that analysis, but I would |like to hear also, the panel that's

com ng up next actually, nmaybe talk about that a little bit.

Seena Perumal Carrington

Wiy do you think providers with a high Medicaid percentage are
paid on average, very poor rates by insurers, when insurers say

they are making up for these deficits?

St acey Eccl eston

| think that's a simlar question, but |'ve heard from those
that look at that, that it's not -- you know, that it's those
payers maybe that have high percentages of Medicaid popul ations
that are not in the negotiating position to be able to negotiate

t he hi gher private payer prices.
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Seena Perunal Carrington

That's your potential future research questions, but I'Il ask
anyway. |'d be interested in the coment on the potential for
escalating disparities in price, given the rapid consolidation
by providers. Let's consider regulatory nechanisnms to prevent
this, which would be engaged at the tine of nergers and

acqui sitions prior to approvals.

Karen Tseng

And | think as you said, | think that would be sonmething that we
want to watch as tine goes by, and then of course we'll

accunul ate nore data over tinme as we see the reality of that.

Seena Perunal Carrington

Since |low incone citizens are generally on Medicare or Medicaid,
and since it pays less, would it not follow, their TME would be
less? It would be really helpful to look at this issue for

private payers owners if that's feasible.
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St acey Eccl eston

| just want to clarify that the graph you see here, exam ning
total nedical expenses and inconme, is for the commercial private
heal th insurance market. It does not include the TME of Medicare

and Medi caid patients.

Karen Tseng

Il would just add | think to that point, we agree. It would be
great to be able to take that as a next step and find a way to
pul | out the Medicaid and Medicare from our analysis, if that's

possi ble. Fromthe incone data.

Seena Perunal Carrington

And this last question | believe is for your office. Wiy wasn't
geography factored into the analysis? Costs are very different
from urban Boston to central or western Mass. And simlarly, our

hi gher incone consuners causing sone of the discrepancy in
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prices, because they use nore services or pick nore academc

nedi cal centers?

St acey Eccl eston

"Il take the last part of that question first. You hit the nai

on the head, that the cause of higher health status adjusted
total nedical expenses is found in using higher priced providers
nore often than patients who have lower TME, as well as using
nore services. So our findings would tend to suggest that those
with higher total nedical expenses here, the ones from higher
i ncone conmunities, are doing a conbination of going to higher
priced providers nore often, as well as consum ng nore resources

and consum ng nore expensive treatnents or service m X.

Seena Perunmal Carrington

Thank you. | want to thank both the Division of Health Care
Finance and Policy, and Stacey's team in particular, and the
Ofice of the Attorney Ceneral, for their analysis. W'l]|

actually take a short 10-m nute break before reconvening in this
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room at approximately 10:25, for the next panel discussion at

10: 30. Thank you.

[END OF PART 1]

Seena Perunal Carrington

| would like to introduce Mchael Bailit, President of Bailit

Health Purchasing, who wll serve as the noderator for this
panel. And Mchael, if you could join us at the front as well
and we'll begin by swearing the panelists and the noderator in.

So if you could all rise for a mnute. Do you solemmly swear
that your testinony you are about to give in the matter now at
hearing, will be the truth, the whole truth and nothing but the

truth, so help you God?

[ MODERATOR AND PANELI STS ANSWER | N THE AFFI RVATI VE]

Pl ease identify yourself by raising your hand if your testinony
today is limted for any reason, if there are any restrictions
placed on the capacity in which you testify here today, or if

you have any conflicts of interest that require disclosure.
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James Roosevelt Jr

I"mtestifying as President and CEO of Tufts Health Plan, not as
Board Chair of the Mssachusetts Association of Health Care

Pl ans.

Nor mand Deschene

And |I'm testifying as the President and CEO of Lowell Genera
Hospital, not as the Chair of the Mssachusetts Hospital

Associ ati on.

Seena Perumal Carri ngton

Pl ease submit a witten statement for the record, disclosing
your specific restrictions or conflicts by July 7th. Thank you

and then now we'll begin with M chael.
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M chael Bailit

Good norni ng audi ence, response panel. |I'd like to introduce the
response panel and then we'll begin with sone questions. A
couple of them actually just introduced thenselves. Nornmand
Deschene is the President of Lowell GCeneral Hospital. Gary
Cottlieb is the President and Chief Executive Oficer of
Partners Health Care. Jim Roosevelt is President and Chief
Executive O ficer of Tufts Health Plan and the Chairman of the
Board of Directors of the Mssachusetts Association of Health
Pl ans. Andrei Soran is the Chief Executive Oficer of Mtro
West Medical Center and Ellen Zane is President and Chief
Executive Oficer of Tufts Medical Center. Thank you all for

bei ng here.

I"ve got a series of questions and |I'm going to rotate them
around you as we go, and on a couple of occasions, | may ask a
couple of you to respond to the sane question. I'd like to begin

Andrei, with a question for you.

47



Seena Perumal Carrington

Actually Mchael, | apologize for interrupting. W allow the
panelists to each provide five mnutes of opening comments

before we go into QRA.

M chael Bailit

I"'m sorry. No, | think |I made the same mstake |ast year too
Al right panelists, you each have five mnutes to presents, so

Norm why don't you start.

Nor mand Deschene

Thank you. Good norning Acting Comm ssioner Carrington, nenbers
of the Legislature, Attorney GCeneral's Ofice and their
representatives and col | eagues. Thank you for asking nme to speak
today. I'"'mgoing to talk a little bit about the price variation
I n Massachusetts. As background, Lowell General Hospital is a
217-bed community hospital, located in the city of Lowell, the
fourth largest city in the Commonwealth. This is ny 27th year

managing at Lowell General, the 8th as the CEOQ |1'm proud to
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represent this inportant community hospital asset and offer as
an exanple of how bal ancing both cost and quality successfully
offers an undeni able value proposition to the Merrimc Valley

| ocal enployers and the insurance industry.

During nmy tenure at Lowell GCeneral, 1've experienced firsthand,
the evolution of the health care paynent system from cost based
rei mbursenent to HMO proliferation, to pay for performance, and
now to accountable care. Lowell General has been agile at
adapting to this ever-changing |[|andscape. Qur  successful
evolution is based upon our unwavering core principles, which
I ncl ude conpassion, service excellent, an unrelenting focus on
quality, and nursing care, with an underlying focus on remaining

af fordable to our comunity.

The private paynment system in Massachusetts clearly is a free
mar ket system and although there's no easy answer to the
guestion, what causes wde variation, we also believe the
greatest determnant is very evident. It is |leverage, as defined
by market position, location of brand nanme, has been the |argest
drivers of the disparity in rates. | do want to point out
however, that the high focus on academ c nedical centers being
paid nmore than comunity hospitals is msplaced. The focus

should be on what |evel or degree the prem um should be driven
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by tertiary care and how to create parody for |ow cost providers

in the high quality conmmunity hospitals that are underpai d.

Academc nedicine is one of the cornerstones of Massachusetts
health care, and we appreciate and respect that fact and on any
given day from the city of Lowell, at least five people are
transferred to academ c nedical centers and we're grateful that
they exist in the not too distance from Lowel|. Nonethel ess, the
disparities in how we are paid needs to be addressed. There are
lots of factors that [imt the ability for Lowell General to
contain costs, and one of those that we've been facing is that
our PHO has been |ooking at the expansion of provider physician
networks. The LGH PHO nenbership includes 80 PCPs and 200
specialists, and several PHO specialty groups have recently
chosen to affiliate with tertiary affiliated provider networks
in exchange for a higher fee schedule. This practice has been
encouraged by tertiary related provider organizations and is
allowed by many of the private payers. And to our know edge, of
these newly formed relationships, few have denonstrated little
or mnimal clinical integration or efficiency while primarily
serving to drive up costs of care and destabilize the community

based net wor ks.
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One of the unintended consequences of rate transparency is the
hi ghlighting of the vast disparities anong physician provider
schedules. The LGH PHO works collaboratively to maintain its
network of physicians, while balancing the needs of our PCPs,
specialists, and our community. Mgration of any |arge physician
group to other related networks results in increased costs,
whi ch undermnes our risk arrangenents and causes aninosity
between local PHPs and our specialists. W've always been
subject to extrenely conpetitive nmarket dynamics in Lowell and
as a result, we've had sone of the |lowest quartile reinbursenent
from private payers across the state. Approximately 20 percent
of our revenue is from Mass Health and managed MCO payers, and
anot her 35 percent from Medicare. LGH s lack of narket |everage
and its high governnental payer percentage, have required that

we be highly efficient in the delivery of health care.

W are financially stable, we're in a growing narket, and |'ve
been able to spend significant capital in the |ast seven years.
W' ve expanded services to include neurosurgical services,
cardiac and vascular services, a level 2B nursery and level 3
trauma center. And by expanding this breadth and scope of
services, we've kept nore patients and residents local. So
unlike the trends that were highlighted earlier, over the | ast

three years, we've been very successful at increasing our market
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share by 8 percent and for the nobst part, all those patients
have cone at a savings to the Commonwealth, because they're
comng or noving to us from higher cost institutions. W' ve also
done sonething fairly unique in that we were one of the first
comunity hospitals to agree to the Blue Cross Blue Shield AQC
contract, a 5-year agreenment between us and the payer, and we've
performed extraordinarily well by dramatically inproving quality

scores and efficiency. The cost trend reductions that have been

derived are because of several factors, including referral
managenent, utilization managenent and nmanaging high cost
services and noving nore cases back to Lowell. In addition, the

PHOs worked with our physicians to develop prograns to review
utilization of high cost areas such as inappropriate use of

energency room high cost inaging and other testing.

In conclusion, it's ny belief that we have to mgrate towards a
system of global paynent, wth neaningful paynents tied to
quality and perfornmance, service excellence and patient
outcones. The current fee for service system rewards production
rather than outcones, and bakes in the price in disparity and
further builds the inequities between various sectors of our
mar ket. Although there's been sone criticism of the gl obal
paynment nodel, | urge everyone to be patient. System c changes

to the health care delivery system nust be given an opportunity
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to take root and should not be changed through a regulatory
response which, to use a health care analogy, does little to

address the causes but only addresses the synptons. Thank you.

Gary CGottlieb

Thank you and good norning. Thank you for the invitation to
speak on this inportant topic. At Partners Health Care, our
mssion is to provide the best possible clinical care to our
patients and their famlies, to search for <cures that can
I nprove that care, and to invest in the education of the next
generation of leaders. Al of this is in service to the
comunities that we touch every day. W partner wth our
nei ghbor hood supporting conmmunity health centers and naking
significant capital and other investnents, to insure that the
quality of care is the sane for all of us. And we provide
econoni ¢ opportunity, creating career pathways for young peopl e,

comunity residents, as well as for our incunbent workforce.

Qur system offers a full range of services across the entire
continuum of care, from primary care to the very highest |evels
of intensive services. Last year, nore than one in six of our

patients, nore than 14,400, were transferred to the Brigham and
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to the Mass General from other hospitals, in the hope that we
could provide unique, lifesaving care. These are the sickest
patients and there's a cost associated with providing this |evel
of care, but it also speaks to quality in a way that no process

nmeasure ever coul d.

How do neasure research and innovation? Doctor Bo Pomahac,
Plastic Surgeon at the Brigham has given four people their
lives back with his remarkable work in face transplantation; a
program that the Defense Departnment is supporting to save our
wounded soldiers. Dr. Daniel Haber from the M3H devel oped a
test that can detect traces of cancer cells in blood sanples,
potentially opening the door to new ways of managi ng cancer, and
our researchers have nade vast strides in unlocking the secrets
of Al zheiner's Disease. This work is a najor economc driver and
we are the core of the state's national |eadership in life
sciences. Nearly one in six adults in Mssachusetts, nearly a
half mllion people are enployed in health care, and wth nore
than 60,000 people, we are the state's largest private enpl oyer.
Many nore jobs are indirectly related to health care, which has
been one of very few stable sectors in what has been one of the

wor st econom c tines in nenory.
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As we consider the value of our hospitals, let ne address prices
specifically. W don't negotiate prices for other hospitals, so
| can only tell you how we get to ours. W work backwards from
our margin target of 2 percent for the entire system In doing
this, we nust balance across a nunber of factors; across the
network of providers that nake up our system across the range
of services that we provide, and across the range of payers that
we do business wth, both public and private. This margin
enables us to achieve our mssion. Hi gher reinbursenments for
services |like cardiology and orthopedics, are often used to
subsidize poorly reinbursed services |ike psychiatric and
substance abuse care, but we remain commtted to these prograns
when many ot her providers have cl osed beds because they were not
financially sustainable. W don't set prices on an individual
service by service basis. A narrow analysis that conpares the
price one hospital receives for a specific service, to the price
of that service at another hospital, doesn't capture an
under st andi ng of costs or r ei mbur senent. It is not
representative of how prices are determned. It's nore rel evant
to consider the range of services, as well as the pair mx and
other facts, such as those that are recognized by Medicare. The
di al ogue over price variations would be greatly enhanced by an
analysis that would include these factors and how health care

prices are truly determ ned.
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|"m particularly disappointed at the Division's report on health
care expenditures, because that report conpletely ignores the
I npact of public sector underpaynent on private sector prices.
The report showed that mnimal increases in spending on public
sector progranms existed quite sinply because rates were cute.
Price freezer or reductions created cost shift from one payer to
anot her, and place upward pressure on comercial rates. North
Adanms, which recently filed for bankruptcy, is an exanple of
what happens to a provider with a 65 percent public pair mx and
doesn't cover the cost of care. Qur North Shore Medical Center

has a simlar pair mx.

W also believe that nore attention should be paid to the issue
of why small group premuns continue to experience significant
volatility, given that providers are paid the sanme regardl ess of
the size of a patient's enployer. W've been public that
Partners recent rate increases have averaged 5 to 6 percent a
year. The state should explore the difference between hospital
and other provider rate increases, and the rate of small

busi ness i nsurance prem um i ncreases.

As | mentioned in my testinony last year, the greatest

opportunity for rapid cost reduction is also potentially the
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nost humane and patient and famly centered. Analysis of
Medi care data shows that 10 percent of beneficiaries account for
approximately 70 percent of costs. These individuals are
severely ill and many are near the end of their lives. Social

econom ¢ and behavioral challenges often conplicate effective
nmedi cal care and add significant costs. Findings are simlar in
ot her insured populations. Care for this high risk and high cost
popul ation is generally fragnmented and often inconsistent wth
the best practices and the nost effective use of resources.
Therefore, developing and inplenenting innovative approaches to
managing and paying for the entire care of this overal

vul nerabl e population is absolutely crucial. At Partners we're
tackling this issue through a Medicare denonstration project
that we started at the M3H The program integrates nurse care
coordi nators and other resources into primary care practices, to
coordinate each patient's needs. The return on investnment is
hi gh; for every dollar spent, the program saved $2.65 in health
care costs. CMS renewed the M3EH program and we' ve expanded the
effort to two nore Partners hospitals; Brigham and Wnen's and

Nort h Shore Medi cal Center

W agree that we need to |look carefully at the health care
paynment system to determine whether it provides the right

I ncentives or pays for the right things. That's why Partners has
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identified as a priority, a set of strategic initiatives,
through a systemw de effort to redesign the way that care is
provided, while nmaking it nore affordable for our patients and
their famlies, and this wll include thinking differently about
how we should be paid for this work. The Division's report on
price variation is only one step in assessing why hospitals are
rei nbursed differently from one another, and we welconme a nore
detailed examnation of the issue as a special conmm ssion on

provider price reformbegins its work.

That being said, we should be careful not to overreact and
overreach, especially on the basis of inconplete data and
anal ysi s. Nor should we over-promse the effect of reducing
variation, which is not correlated with overall price or cost
trends. W should resist interventions that mght cause
disruption in the health care system |ess we jeopardize truly
precious resources; critical services being closed, physicians
choosing to practice elsewhere, a dimnution of our ability to
attract the best and the brightest young people and decrease in
comunity investnents. W need to insure that we nake our system

stronger, not weaker.
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Janes Roosevelt Jr.

In the interest of tinme, I'm going to associate nyself wth
Normis greeting to all the distinguished participants here. On
behal f of Tufts Health Plan, I thank you Comm ssi oner
Carrington, for the opportunity to testify at today's hearing,
and | actually enjoy being in the mdst, literally in the mddle

of so many high quality providers.

Tufts Health Plan insures roughly 760,000 nenbers. Since 1979,
Tufts Health Plan has been commtted to providing a higher
standard of health care coverage, and to inproving the quality
of care for every nenber. Tufts Health Plan's HMO and point of
service plans are ranked third by US News and Wrld Report;
NCQA and its Medicare Advantage Plan is ranked seventh in the
nation. My testinmony wll address the current challenges and
solutions for addressing variation in the prices paid for health
services in Mssachusetts. | nake these coments, as |
mentioned, in ny capacity as CEO of Tufts Health Plan, and I

don't speak for the Massachusetts Association of Health Pl ans.

First I would like to thank the Division of Health Care Finance
and Policy, for releasing their 2011 health care cost trends

reports. W agree wth the following key findings of the price
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variation in health care services report. First; prices paid for
the sanme hospital inpatient services and for physician and
prof essi onal services, very significantly. Second, volunme tends
to be concentrated in higher paid hospitals. Third, there is
little nmeasurable difference anong Massachusetts hospitals,

based on avail able quality netrics.

| also commend the Attorney General's Ofice. W agree with the
findings of the Attorney General's 2010 and 2011 reports. These
three reports all reached the sane conclusion; trenendous price
variation persists and it is not explained by differences in
quality or conplexity of services. The Attorney Ceneral's Ofice
reports and the Dvision's price variation in health care
services report attribute these price variations to the size,
geographic |location, brand power and/or unique specialty of
certain providers. W continue to be concerned about the |evel
of consolidation that already exists and that continues to grow
in our marketplace, and how it may further exacerbate the market

power and price variation problem

Wiile sonme price variation is warranted, variation should not
excessive and should be linked to quality and conplexity of
services. The Attorney Ceneral's report raises a very inportant

point regarding the ability of the market to contain costs,
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based on the current dysfunction, which has led to distortions
in price. The Attorney General's 2011 report suggests that
i mmedi ate and tenporary statutory intervention may be required
in the short-term to rectify unwarranted and excessive
variation. W Dbelieve this recomendation deserves serious
consi derati on. It is our opinion that unsupported price
variation nmust be addressed, to truly rein in costs, but that
any governnment intervention should not be heavy handed and that
it should facilitate or conplinent a transition to |longer term
mar ket based solutions. Once addressed, the greatest challenge
we confront is the design of care coordination nodels, which
engage providers and patients to concurrently reduce the cost of

health care and inprove quality.

Much has been witten about the potential of new risk based
gl obal based contracting nodels to solve this problem In fact,
the Attorney GCeneral's 2011 report states that a shift of
paynment nethodology by itself is not a panacea for controlling
costs, and that a shift w thout fundanental changes may not only
fail to control cost, but nmay exacerbate nmarket dysfunction and
market inequities. W do not disagree with this finding. In
fact, we view risk or global based arrangenents as one piece of
a conplicated puzzle. These arrangenents need to be paired with

two elenents to support its inplenentation. First; product
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designs that <create the right incentives for nenbers and
providers as they seek indirect care, and second, clinical
managenent prograns that support providers who increasingly

share enpl oyers goals of reducing health care cost trends.

At Tufts Health Plan, we have introduced sonething that we call
the coordinated care nodel, which integrates all t hree
conponents. The first conmponent of our nodel is provider
rei mbursenent. W are increasingly focused not just on how nuch
we pay, but on the incentives these paynents create for care
delivery. W have developed a risk based gl obal budget contract
nodel that pays providers on their ability to nanage the overal

cost and quality of care. Since 2009, Tufts Health Plan has
successfully increased the nunber of our commercial HMO nenbers
in a global budget nodel, from 18 percent to 41 percent. Qur
Medi care Advant age product has roughly 95 percent of its nenbers
in a simlarly styled product that has been in place for over 15
years. There is no longer a typical risk based provider in our
network. They include Boston based tertiary providers, along
with community organi zati ons. Perhaps the nost inportant el enent
that we nust all consider in these arrangenents is whether the
budget or risk based arrangenment, is affordable. | stress
af f or dabl e, and not simply a per pet uati on or

Institutionalization of the president price disparities.
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The second conponent in our coordinated care nodel is product
design. It is the health plan's job to develop products that
provide the nmenber with the right incentives to engage their
PCPs. For exanple, if a nenber needs a consult from a
specialist, they should have an incentive to engage with their
PCP and explore whether the comunity cardiol ogi st can provide
the same or higher level of care, wthout the cost of going
dowmntown. We believe our |imted and tiered network products
provi de these incentives. The price differential for our limted
and tiered network products ranges between 14 and 16 percent,
when conpared to our traditional broader network products. W
believe this premum differential, conbined wth co-paynent
options, provides the right incentives for nmenbers and providers
as they seek in direct care. But it is not sinply about product
design. W nust design products that support the adm nistration
of risk based or globally based arrangenents, and if in the
process they also provide |ower cost providers with increased

referral volune, we will have achi eved a dual objective.

The third conponent is care manhagenent. Qur approach to care
managenent conprises three strategies; direct managenent of
utilization to reduce waste, managenent of conditions and

di seases, and a focus on health and wellness. A major function
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of a health plan is to routinely nonitor for under-use and
overuse of services, and work extensively with providers to
nonitor the quality of care being delivered. W have also
created a variety of clinical prograns designed to reduce
unwarranted utilization and variation in the delivery of care

One of our <care managenent prograns is under return of
investment of $1 spent to $4.80 saved. W have also created
tools to support nenber and provider engagenent in health and

wel l ness initiatives.

In a fee for service world, we have hel ped nenbers nanage the
type of services they receive, sonetinmes identifying points of
under-care, other tines helping with transition to other |ower
intensity places of services. In a world of aligned incentives,
we have a different opportunity, and that is to devel op prograns
which conplinment or support those prograns the provider nmay
already offer. W all agree that the physician or nurse is in
the best position to coordinate the care of patients when they
are equipped with the right tools and provided the right
I ncenti ves. W Dbelieve these three variables; provide a
rei mbursenent product design and care managenent, should be
brought together as they are in our coordinated care nodel. W
view risk as a key enabling factor but believe it nust be

conplinented by other areas of organization to be successful.
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In conclusion, as the reports show, price variation is a problem
that needs to be addressed as we attenpt to control nedical
costs. Wiile a tenporary statutory intervention may be required
in the short-term we believe market based sol utions such as our
coordinated care nodel, hold great promse for long-term
i nprovenents in both quality and efficiency. W |ook forward to
working wth state agencies, | egi sl ators, enpl oyers  and
providers, on ways to address the Conmonwealth's unsustainable

health care cost trends.

Andrei Sor an

Good norning. Thank you for inviting nme today. | represent Metro
West Medical Center. We're an investor owned community teaching
hospital system having tw canpuses, nunerous satellite and
outpatient facilities. Metro West plays a critical role in the
Metro West Community. Beyond providing nedical care to thousands
of patients, many w thout the adequate insurance coverage, Mtro
West is a major enployer of |ocal residents and supports various
comunity organizations that share the mssion of caring for
those in need. W enploy 2,500 |ocal residents. W pay nore than

$1.7 mllion in real estate and personal property taxes, $1.2
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mllion in sales taxes to the Commonwealth of Massachusetts,
while providing free care worth nore than $3.5 nillion a year.
We belong to Vanguard Health Care Systens that owns 26 hospitals

In various locations in the country.

| appl aud the groundbreaki ng work done by the Division of Health
Care Policy and Finance, and the Ofice of the Attorney General,
in their recent reports. They describe the challenges that ny
hospital and others like us across the Commobnwealth, face as we
attenpt to fulfill our mssion. W face significant financial
pressures. At the center of this financial challenge is the
reality that we and our peer institutions are inadequately
rei mbursed for the high quality care we provide. There are w de
variations of rates for reinbursenment to hospitals for the sane
services, and these variances are a driver of wunsustainable

health care cost increase.

The nore highly paid hospitals and nedi cal groups are using this
advantage to grow, at the expense of |ower priced providers who
are losing volunme. H gher rates of reinbursenent allow the nore
fortunate providers to pay better salaries, to attract and
retain staff and doctors. They allow for better, newer equi pnent
and facilities, creating marketing advantages. They also fuel

expansion plans, further encroaching in new territories at the
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expense of |ower paid providers. Mtro Wst is reinbursed on
average, 25 to 40 percent less than other hospitals in its
service area, for the sane services, wth little or no
difference in quality. As a result, the burden of operationa
| nprovenents further erodes any margin, limting the ability to
invest in facilities, new prograns and staff, and threatening
Metro West's ability to continue to provide conprehensive range
of services in the Metro West region for the long-term Wthout
access to our hospital, patients wll be forced to travel

greater distances to obtain care, at significantly nore

expensi ve hospitals, raising everyone's overall insurance costs.
For businesses, town, cities, Ilabor wunions and increasingly
consuners who are paying the bills, this will nmean unnecessary

hi gher cost and out of pocket expenses.

Qur paranmount focus is the safety of our patients. | believe we
do an excellent job, and this was described in the reports. |
woul d al so say that since the data is not very current, we took
the liberty of submtting in our testinony, the trends for
quality and service at Metro West Medical Center, and |I'm happy
to report that at least in the quality neasures, we're in the
upper 15 percentile in the country. However, paynent has not
kept up with the increasing quality and service that we're

provi di ng.
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Disparities in paynent to physicians have also created systemc
stress at local levels. It makes no sense for primary care
providers to experience disparities in paynents, up to 30, 40
percent, while living and working in the sanme community, serving
the sane kind of patients, and providing the sanme king of care.
In addition, the affiliation of those providers with powerful
networks, wi th higher reinbursenment institutions, creates a flow
towards the higher cost hospitals, further weakening the |ocal
units of <care. Wth your indulgence, | would suggest sone

sol uti ons.

Allow integrated system and providers to directly access
enpl oyers and offer attractive prices in exchange for higher
utilization of their resources. | will share an exanple of what
we're doing at Metro West. Insure the large system such as
Partners, (inaudible), allow nedical information exchange wth
other providers. The exclusivity of data control prohibits
efficient care at the local level. Regardless of a design of the
limted <care networks pronoted by insurers, Wi t hout the
i nformation, care will not transfer to |ower cost providers.
Creating steps on the way to ACOs. The difficulties in managi ng

risk can be mtigated by allow ng devel opnent and paynents for a
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bundling of high cost conditions and nedical nodels. | would

like to further address this during the QSA.

Understand for providers to be assigned higher level of risk
I nfrastructure is needed. The role of insurance would change or
dimnish and the funds wll transfer to providers. The cost
contai nment mneasures contenplated by different regulatory and
pay organization, should not only seek to reduce paynents to the
haves. They should also balance or seek to balance their
payments so the effective and efficient providers can maintain
and grow their operations. Sone of the recommendations in the
Attorney GCeneral's latest report supports sone of those

sol uti ons.

As | mentioned, we are working to insure the viability of our
hospitals in the current environment in a proactive way. The
real value of high quality, high service, low price, it's
sonething that we believe can provide a value proposition to the
mar ket. For exanple, subscribers of -- the Goup Insurance
Comm ssion recently announced that 30 percent of the 58,000
active state and nunicipal enployees that they have enrolled in
what they describe as limted networks, plans that favor the
hospitals |ike Mtro Wst. Several private enployers have

adopted tier plans that also favor the use of enhanced tier
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hospitals |like Mtro Wst. For exanple, Polar Beverages has
experienced a 250 percent increase in wutilization of our
hospitals, while decreasing their cost because of our enhanced
tier, as opposed to alternative basic tier hospital. The
alteration in cost per nenber will create an opportunity for

Pol ar Beverages to negotiate lower premuns at its next renewal.

The longer the disparities continue, the nore the costs wll
increase. The high quality and | ow cost providers will dimnish
their nmarket share, therefore increasing the cost to the total

system Thank you.

El |l en Zane

Thank you. Good norning and thank you for the opportunity to
testify with sone of ny august colleagues today. | would like to
commend you Active Conmmi ssioner Carrington, along wth Governor

Patrick, his admnistration officials, the Attorney GCeneral and

the Legislature, for recognizing this critical issue and for
continuing to insure it remains a priority for us all. | would
specifically like to conmmend the Acting Conm ssioner and the

Attorney GCeneral, for continuing to investigate and report on

aspects of the health system that have been in dire need of
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transparency. These reports astutely point out the areas needing

greater scrutiny and change and a course of action.

My comments today are remarkably simlar to those | nmade | ast
year, because a year later the market is remarkably the sane. |
believe it is wishful thinking to say that the market is working
by itself. It is not. The recent set of reports from the

Attorney GCeneral and from DHCFP, clearly denonstrate the price

is still a mjor cost driver in the market, that huge price
disparities still exist, even anong globally paid providers, and
that there is not one silver bullet that wll resolve the

I nequities and reduce health care costs. The DHCFP reports show
that many patients continue to get treatnent for the nbst common
conditions at the nost expensive providers. Any nedical center
search for quality netrics that justify the highest rates, wll

never justify the degree of disparities in our market.

Sol utions nust include a nove toward correction of the w de and
basel ess di sparities anong heal t h care provi ders t hat
di sappointingly still exist today. In addition, enployers and
all consuners nust have incentives for selecting high quality,
value priced hospitals and physicians. Furt hernore, providers
who treat significant popul ations of Medicaid patients, nust not

face discrimnatory pricing from the insurance conpanies. e
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are not looking for a race to the top, but we can never support
any approach, | wll never support any approach that bakes in
the disparities and further punishes those who serve higher

| evel s of Medicaid patients.

Let ne tell you a bit about Tufts Medical Center so that you
better understand ny perspective. Tufts Medical Center has the
hi ghest case mx index of all full service hospitals in the
state of Massachusetts, and despite its unusually high, conplex
popul ation that we care for, the quality of the care we provide
Is anong the best in the city of Boston. By virtually every
nmeasure of patient care and outcones, we are as good or better
than our fellow AMCs. Approxinmately 25 percent of Tufts Medica
Center's population is insured through Medicaid, naking us the
second | argest Medicaid provider in Boston, and denonstrates we
provide nearly triple the Medicaid services than other AMCs in
Boston, with the exception of Boston Medical Center. W are not
paid slightly less than our highly respected conpetitors, we are
paid significantly |less; 30 percent to 70 percent |ess than our
conpetitors. And the amazing physicians who care for our
patients are paid 25 percent to 75 percent less than their

col | eagues in our town and around the state.

72



Tufts Medical Center and NCQA, our physician network, by virtue
of our high quality and |ower costs, is part of the solution to
rising costs in this market and is not part of the problem
From where | sit, | believe the follow ng neasures nust be taken
as part of this problem First; price convergence is inperative
for a healthy and sustainable market. Last year, the Attorney
General brought to light, the staggering paynent differentials
in the health care market, and the | everage w el ded by our best-
known or geographically isolated providers. A provider's
quality, mssion, case mx and share of publicly insured
patients does not appear to be driving prices set by insurers.
The nost highly paid providers continue to hold massive unfair
advant ages when it comes to physician recruitnent opportunities,
technol ogy acquisition, narketing dollars, brand recognition,
cross subsidization of undervalued services |ike nental health,
and overall consunmer awareness. Wth no incentives to direct
them toward high quality, lower cost providers, consuners
continue to flock to expensive providers, as they have no need

to think otherw se.

As the Attorney Ceneral points out in her |atest report, gl obal
paynments alone are not addressing rate disparities. These nost
recent reports show providers who have significant market

| everage, have been able to wuse it to secure high global
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paynents, just as they always have to secure high fee for
service paynents. | believe there are several factors that nust
be considered when addressing these outcones regar di ng
disparities. Not all systens are equally efficient. New paynent
systens should not reward organizations wth higher tota
nmedi cal expenses, and they should not punish already |ow cost
providers by baking in the disparities. Providers nmust be
categorized and analyzed for efficiency, quality and paynent by
peer group for true apples to apples conparisons anong
institutions. Only then can we determ ne appropriate paynent
rates, which should be at Ileast at the average of others
hospitals in the market's peer group. This neans academc
nmedi cal centers and community hospitals are not the sane and

shoul d not be categorized as such.

You all know that Tufts  Medi cal Cent er and NCQA are
participating in Blue Cross's alternative quality contract
product and have had a positive experience and believe it needs
nore time. But for global paynents to bend the long-term trend
in health care spending, and to provide a viable surplus to all
providers, sone recalibration is required. Several factors
should be recognized and differentiated prices are, quality.
Providers should be rewarded for neeting quality standards.

Efficient care managenent . Provi ders shoul d denonstrate
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efficiency in treating patients and should not be penalized by
well below market rates. Safety net services offered and

Medicaid mx should be recognized and valued. Acuity. The

severity illness treated by a provider needs to be incorporated.
And teaching status. Al academc nedical centers bear a
significant burden in training the next generations of

physi ci ans and caregivers, as well as maintaining a higher |evel

of critical services.

Si mul taneous pursuit of alignment of consumer and provider
Incentives is essential. As stated in the AGs report, it is
unlikely that consuners wll respond to data about cost and
quality of providers unless they are pronpted to do so by their
i nsurance plan design, that encourage themto seek out |ow cost,
high quality providers. | agree whol eheartedly with the Attorney
General, that limted and tiered networks are the best ways to
achieve this incentive alignnent. Consuners who responsibly
choose | ower cost, high quality providers, should be financially

rewarded with | ower co-pays and prem uns.

Gover nnment under paynent nust be addressed. The ever di mnishing
| evel of governnent reinbursenment in the face of increasing
government rmandates, forces providers to try to charge nore to

the private sector, or to sinply endure the reduced
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rei nbursenent from the state contracted rates. Oten, it is the
| atter, because providers with the highest Medicaid popul ations
are also anong the nobst poorly paid by commercial insurers as
the DHCFP report shows. Mre than a quarter of Tufts Medical
Center patients are on Medicaid and we continue to receive nuch

| ower commercial rates than our peers for no reason what soever

You've heard ne say that there is no silver bullet and there
must be an all hands on deck approach; providers, insurers,
governnment, enployers, consuners, all need to be in this gane.
W will all continue to be disappointed and we will all |ook for
one culprit or one silver bullet, and it will not work unless we

all recognize that we all have a responsibility in the answer.

M chael Bailit

Thank you all panelists. So I'mready now at this tine, to start
again. Actually Ellen, I"m going to start with a question for
you. Marketplaces typically have -- when | say narketplaces |
nmean marketplaces in general, typically have a fair anount of
price variation. So why is price variation a problemin health

care? W typically don't have hearings about price variation in
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napkins or other consuners goods and services, why is it an

i ssue here?

El |l en Zane

Vell, we're also very highly regulated and we also have
consi stent m ssions. The price variation in napkins, | think you
said, is not mssion driven. But however, for those of us in
academ c nedical centers, we have tripartite mssions that we do
need to cross subsidize, and we need, in a market like this, to
value that. We are training the next generation of physicians
and as Dr. Cottlieb said, we are all working very hard to be on
the cutting edge of the nedicine of tonorrow, and those are
m ssions that need to be supported in a market like this. So the
price variation means that sone people can support those
m ssions and sone people cannot, and that is not in the best
interest of a community like this, that has the crown jewels of

nmedicine within it.
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M chael Bailit

Norm what would you add? Wiat's the problem wth having

variation in prices?

Nor mand Deschene

Vell, | think the problem is that it creates a system where
those hospitals that have higher prices, tend to have greater
resources, that conpete with hospitals that don't have those
hi gh prices. W conpete for |abor, we conpete for materials and
patients, and | think in the end, as has been indicated here

mar keting, budgets and facilities and others things, those
hospitals that have higher rates, they're able to funnel nore
noney into those things, putting those hospitals that don't have
that noney at an unfair conpetitive disadvantage. That results
in over time, a dwi ndling nunber of those hospitals or weaker
hospitals, and could end up in further consolidation into a few
systens that have nuch higher rates, at the expense of a system
that currently exists, of having lots of small community

hospital s that have | ower rates.
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M chael Bailit

So to paraphrase, the disadvantage to consuners or to citizens
of the Commonwealth, is that if we have a lot of disparity and
you can't continue to thrive or you can't serve your mssion
Ellen, then we'll have fewer systens and the fewer systens wll

be pricier and so cost will be higher to the Commonweal t h?

Nor mand Deschene

Yeah. |If you go back to ny testinony, | indicated |everage was
the greatest determ nant and indeed, if the Commonwealth is |eft
with three or four systens in which all hospitals are nenbers
of, then the |everage of those systens is going to significantly
increase and | think we'll see a further escalation of those

costs.

M chael Bailit

Andrei, what drives price variation?
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Andrei Sor an

I will apologize upfront for the conparison, so please renenber
when | make this, it is not because health care is not
different, it's very, very different. | think the root of the

problem is the expectations. Both reports; the D vision of
I nsurance and the Attorney Ceneral, has extensively analyzed the
quality and in sonme instances the patient satisfaction. So the
expectation of our consunmers is to get the Cadillac. In other
i ndustries, you can't survive if you provide another brand. So
when the expectations are so high and the variation in cost
exi sts, people cannot conpete on an equal playing field. There
is cost baked in that people cannot fulfill when sonebody has an

unfair advant age.

If our industry would say -- you know, you show up at the
hospital and you have a sudden condition, you may nake it or you
my not make it. It's a matter of cost, that's not the
expect ati on. You go to a downtown hospital or you go to a

comuni ty hospital and you expect the sane outcones.
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M chael Bailit

| understand that, but I'minterested -- you know, we've got the
charts over here actually, which none of us can see, but charts
over there that show the range of prices. I'"'minterested in why

do we have such a big range. Wat's driving that?

Andrei Sor an

Mar ket power .

M chael Bailit

s it just market power? Market power is 75 percent? Wat woul d

you estimate? Is it only market power?

Andrei Sor an

You know, | think that Norm also nentioned this. There is no
doubt that an acadenm c nedical center can provide services that

a community hospital does not provide and should not provide
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There is a certain level of difference that should be baked in.
There is no reason that my neighbor hospital six mles from ne
that has equality, equal service, and sane doctors, is getting

paid 40 percent nore. So if it's not market power it's what?

M chael Bailit

Jim a question for you. Are there justifiable reasons for price

variation and if so, what are they?

Janes Roosevelt Jr

There are justifiable reasons for price variation and they are a
difference in quality or conplexity of services. There are
unjustifiable reasons, which | think the data shows we are al so
subject to, and those can be size, geographic |ocation, brand
power. | think we need to enable both consunmers and payers to
di stingui sh anong those causes. If you think about quality and
conplexity of services, | expect to pay differently for dinner
napkins on the rare occasions that | use fancy dinner napkins,
as opposed to the ordinary napkins that work just as well at the

breakfast table. And | expect to pay even differently for wet
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naps. And | think you have to try to transformto a systemthat
makes the distinctions about the quality and conplexity of

servi ces.

M chael Bailit

So, should prices be the sane, except for differences in quality

and conpl exity?

Janes Roosevelt Jr

Prices should -- | believe that in a truly informed market with
properly designed incentives and product choices in ternms of

coverage, prices would converge.

M chael Bailit

So very mnimally if not be the sanme. |Is that what converge

means?
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Janes Roosevelt Jr

Yes. Wth differences based on quality and conplexity of
services. | think it is inportant to recognize sonething that
Dr. Cottlieb referred to; you can't |ook at prices just per
service. You do have to look at what the institution is
provi ding, because at |east as currently designed, there are

services that will be and nust be subsidized by ot her services.

M chael Bailit

kay. So let me just stay with this a little bit further. So if
we've got sone good way of case mx adjusting paynents, and
let's say you're making paynents to Norms hospital and to
Andrei's hospital. If Andrei's hospital happens to have higher
quality scores than Norms hospital, then the price should be

hi gher at Andrei's hospital.

Janes Roosevelt Jr

Yes. I'm making kind of a leap of faith there, that there are

costs to increasing that quality.
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M chael Bailit

Now there does seem to be assunption that quality costs nore

right?

Janes Roosevelt Jr

And | don't think that is -- overall, | don't think quality
necessarily does cost nore, but it mght be that there are, in
terms of having a particular |evel of expertise available or

sonmet hing, there are costs invol ved.

M chael Bailit

But quality m ght sonetines cost |ess too, right?

James Roosevelt Jr

| believe quality can definitely cost |ess.
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M chael Bailit

Fewer errors, nore efficiency.

Janes Roosevelt Jr

Fewer readm ssions, those sorts of things.

M chael Bailit

Gary. So | asked Jim about whether there are justifiable reasons
for price variation. Are there unjustifiable reasons for price

vari ation?

Gary CGottlieb

First, | can't speak well to price variation, because | sit on
one side of the table and the payers sit on the other side of

the table. So as | nentioned in our negotiating our rates

86



overall, we don't focus on other people's rates; we focus on how
it is that we can get to be able to achieve our mssion. | think
the differentiation issue around quality that Jim was speaking
to, | think are inportant. But as the Attorney Ceneral's report
I ndicates, we're still very largely dependent on process
nmeasures which, as all the data showed, can't distinguish anong
providers very well at the present tinme. W haven't done enough
good work over the years that people |like us have been engaged
in health services research that could have come to better

concl usi ons.

M chael Bailit

I'd like to talk about the issue of how good are our quality
nmeasures, but 1'd like to stay on ny question though. W know
there's a lot of variation and obviously, you only negotiate for
your hospitals. But given that there is a lot of variation, |'m
interested in whether there's justified variation and whether

there is unjustified variation.
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Gary CGottlieb

| think that taking advantage of hospitals that don't appear to
have specific strength, and not paying them adequately for their
services relative to their mssion and the service that they
provide in their community is unjustifiable. The prices that are
described here, that are not covering costs or that essentially
don't allow individual hospitals to be able to be capitalized,
to be able to provide better services that are patient and
famly centered, to be able to adapt information systens that
provide the state of the art of safety, are in fact

unjustifiable variations in prices.

M chael Bailit

What you're saying would seem to suggest, at least to ne, that
to the extent that prices are set, they should match what costs

are, whatever the cost m ght be.
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Gary CGottlieb

Prices should be set based upon an understanding of the full
range of services that are provided and necessary for both the
institution and the comunity that it serves, and the
expectations essentially, that the community has in the ability
of those providers to provide those services, as well as clearer
measures of quality and the ability to deliver on the stuff

that's necessary.

M chael Bailit

Let me take a question that has nothing to do with your system
"1l take Norm and Andrei again, please pardon. Norm and Andrei,
let's say that their price is over the commercial payers in the
state, vary by 30 percent, and they're delivering essentially
the sanme services and as best we know, with the sanme quality.

Is that justifiable variation or unjustifiable variation?
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Gary CGottlieb

| don't know what the geographic differences are in ternms of the

| abor mar ket s.

M chael Bailit

Vell let's assune too, let's assunme just for case of this
exanpl e, geogr aphi c di fferences don't account for any

di f f erences.

Gary CGottlieb

You know, it's hard for nme to wunderstand what justifies
differences in markets. As you pointed out to start with, there
are price variations in every nmarket, for every good, and
additionally, although it was wunderstated, there are price
variations in every geography around health care providers.
Even in those very highly regulated |ike Maryland, there are
significant price variations anong those providers. So how those

evol ve over a period of tinme, it's hard for ne to determ ne sone
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noralistic approach as to what's justifiable and what's not

justifiable.

M chael Bailit

So does that nean we should accept variation. And |I'm not making
any (inaudible), but I'mjust trying to understand what you're
saying. |Is variation not a problemthen, or is it so intrinsic
to a marketplace that we just have to accept it because it's

part of what a market --

Gary CGottlieb

| think it is likely there is going to be variation. | think
what is unjustifiable is underpaynent for high quality services,
and that that underpaynent needs to be recognized as a
significant problem that wIll harm institutions and harm

communi ti es.
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M chael Bailit

And can there be such thing as overpaynent, or just

under paynment ?

Gary CGottlieb

Absol utely, there could be overpaynent.

M chael Bailit

My next question that I'd like to ask is for Jim Jim why do
you pay significantly higher prices to sone hospitals than

others, or to sone nedical groups than others?

James Roosevelt Jr

Sonetimes higher paynents are for just exactly the reasons that
I"m arguing are the right reasons here; greater conplexity. And
to the extent that we can neasure it, greater quality. I'll say

nore often, greater conplexity and sonetinmes, because of cost
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shifting, that is underpaynent by governnental payers. W tend
to not talk about one of the elenments that when we talk about
all the successes in universal coverage, we tend to not talk
about one of the elenents that has not been a success, and that
was the commtnent state to significantly increase its paynents
to Medicaid providers that dropped by the wayside in the budget

crisis. So those are factors.

Sonetinmes we pay higher paynents because of nmarket power,
because we are in negotiations and whether that is because of
the academi c nature of an institution or whether that is because
of the brand reputation of a group of institutions, or whether
that is because of geographic |ocation, sonetines we pay higher

paynment s because of those factors.

M chael Bailit

What would happen if you went to your contracted network and
said, we're basically paying the sane for all of our physician
services and all of our hospital services, except we're going to
count for differences in intensity of services based on the

popul ati on served, and let's assune for now, the quality costs
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nore so we're going to pay nore for quality. Wat would be the

response of your network?

Janes Roosevelt Jr

W do that in a fair nunber of our negotiations and sone
providers respond enthusiastically to that. Sonme providers

respond with growi ng accommobdation to that.

M chael Bailit

Ellen, how would you respond if Jim said, |'m paying you the
sane as everybody else, except you ve got a higher case mx,
which you just told us about, so I'm going to adjust you for
that but that's it. Oherwse, let's say your [cui?] |ooks
exactly the same as everybody else, so you get the sane paynent

as everyone on the panel.
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El |l en Zane

Vell 1'd like to adapt that to sonmething that | think is nore
usabl e than your question. And that is, | fundanentally believe
a real fix in this market is to have a common fee schedule
across all health plans. Not that we're all rate -- we're not
tal king about intense rate setting, but that fee schedule should
be noderated with inflators, in private negotiations, not state
run negotiations. Private negotiations. So perhaps the hand of
the state could cone in and develop a foundation that's
transparent, that we all know the basis of, that isn't different
from health plan to health plan. And then in our private
negotiations, we talk about the issues you raised Mchael and
that Jim spoke to, whether it's the fact that we have a high
Medi caid population or a high case mx or a teaching mssion,

all of which are legitimate variations in price.

So I think rather than tal king about what's fair and what's not
fair, we ought to do it nore scientifically and we ought to do
It nore transparently, so that we have a common understandi ng
that's irrefutable, and then we inflate it based on who we are,
what our quality is, what our mssion is, and so forth. And
there's been a resistance to even thinking about that and |

frankly don't know why.
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M chael Bailit

Al right, well your timng is good, since we got the new Price
Ref orm Comm ssion to tal k about new ideas. Andrei, Jins selling
new products, narrow network, tier network products that
frankly, 1 think never sold in Missachusetts for a long tine,
until just recently. If they proliferate, will that essentially
address the problem of variation in price, and can we all go

honme and say the market's taking care of things?

Andrei Sor an

You're referring to the limted networks? You know, for the
first tinme in Metro West history that |I'm happy |I'm a | ow cost
provider. | will take the 30 percent up any day, but the market

is changing. So we're very happy that we're included in those
networks and we see a change in the volunes on the referrals,
but frankly, this is kind of a work around. It is designed to
work around the disparities and | think a nore global solution
with variations, so having still a free market of sorts, it's a

better sol ution. So for the interim this will shift the market
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a little bit. | nmentioned in ny remarks that access to
information, it's power, and that actually limt sonme of the
penetration of those limted networks. It's not going to |evel
the market. The shifts in volunme are not sufficient to counter
the differences in paynents. You know, sonme of the remarks here
about the margins of hospitals, we're tal king about 2 percent, 3
percent, when you have 30, 40 percent differences in paynents,
It is very significant and |I don't think it's going to be al

covered by the limted networks.

M chael Bailit

So let's followup on hospitals and margins and such. Gary, the
hospitals in your system generally speaking, according to the
graphs there, have prices that are higher than other hospitals,
and you've indicated that you budget for a margin of 2 percent.
| was going to ask you why your prices are higher, but because
you budget for a margin of 2 percent, | guess instead |'m going
to ask, why are your costs higher |I'm assunming that that's what
you would say is driving your prices being higher, but if [I'm

wrong, don't |et ne speak for you.

97



Gary Cottlieb

| think that there are probably several reasons. Again, | don't
know how the other prices are arrived at. | know if the result
Is a 2 percent margin and our prices are higher and his margin
is higher than ours and he has |ower prices, from what you are
saying, that those costs are higher. | think there are a variety
of issues. One is that as each of us has described, we have a
pretty broad base mssion. That mssion includes pretty

extensive investnent in our communities, the communities that

our hospitals have lived in for long periods of tinme. | think we
all invest in those communities and we essentially budget for
maki ng substantial investnments, including the six conmunity

health centers that we own, five or six, as well as those that
were affiliated wwth the capital expenditures we nake there, as
well as an investnent in training in science, which are each

critical elenents of what our m ssion is.

We have essentially, in budgeting, in so doing, focused on the
I nvestnent and safety, basically over the course of the | ast
decade, on the efficiency and safety sides, since really
crossing the quality chasm becane the watch word for health care
redelivery. W've invested in information systens in a way in

which it essentially required our entire network to adapt to
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them before those requirenents existed, before. Focused on error
reduction with conputerized physician order entry and el ectronic
medi cati on adm ni stration record, and engaged with the payers in
di scussion and incentives around the inplenentation of those
safety nmechanisns, as well as reductions and creation of
efficiency in those processes. Those have created sone of the
basis for our cost and the investnents that were related to them

as wel | .

M chael Bailit

What about | abor? W' ve heard sonme stories here about community
providers that are losing staff and physicians because they
don't pay as well as sonebody else. | was with a primary care
practice a couple weeks ago and they said they lost a prinmary
care physician, who went to a Boston teaching hospital. Not

yours, but went to a Boston teaching hospital because the

physician was going to get a salary of 30 percent higher. Is
hi gher |labor costs -- and | assune a lot of your costs are
| abor.
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Gary CGottlieb

That's (inaudible) percent of our cost of labor, right. | don't
know that our |abor costs are higher or lower, relative to each
of the individual hospitals, relative to our prices, | can't
speak to that directly. | know when | |ook at salaries for
uni oni zed enpl oyees, when we go to negotiations, that they' re at
the higher end in those categories. Qur physician, | don't
believe -- essentially, our objective around our negotiations,
starting years ago, when there was substantial discussions here,
in and around this marketpl ace about the |oss of physicians to
other markets. Qur conpetitors, like others here, are not just
here in Mssachusetts, they're throughout the country, was to
get our physicians to rates in terns of their salaries, that
were conparable, so that they wouldn't |eave Massachusetts. On
the other hand, | can't tell you that our salaries for primary
care doctors are significantly greater than others. | don't know

what those are, but that hasn't been a nmjor focus.

M chael Bailit

I'"'m picking up that there's a Ilittle push and pull, that

comunity providers are losing staff to those who can afford to
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pay them nore, and your conpetitive concern is you're |osing
your staff to perhaps providers in other states who can pay them

nor e.

Gary CGottlieb

I think that that's what kind of set the benchmark for where we
started to nove our negotiations. Really, back nore than a
decade ago, right after the Bal anced Budget Anendnent, when we
heard really from the Secretary of Health and Human Services

who said that in our marketplace, our paynents from private
payers were in fact disparately low relative to other

mar ket pl aces, and we were over-dependent on the Medicare system

M chael Bailit

Al right. You talked a little bit about why you think your

prices are high. [1'Il leave it there.
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Gary CGottlieb

O howit is that we establish what it is.

M chael Bailit

How you establish them Norm your hospital |ooks quite
different in conparison to Gary's, at least in the anal yses that
the Attorney General's Ofice has done and that the D vision has
done. As | looked at the data in the report the Division
recently released, you fall at the bottom quartile or centile

and nore often centile, for a lot of the 14 procedures that were

reviewed. And | noted that in addition, on your quality
measures, you tend to look just about Iike everybody else on
t hose neasures. And finally, | |ooked at your annual report and

you actually made a bigger margin than what Gary budgets for.
So can you explain to nme how price variation works such that you
can be one of the lowest paid hospitals on a case m x adjusted

basis and yet, you're generating a positive operating nmargin.
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Nor mand Deschene

Thank you for recognizing that. | think we' ve always been, we've
historically -- | think a lot of the reinbursenent system in
Massachusetts has historical roots. A lot of our rates are
historical, they date back to Chapter 395 and rate setting
before that. Wien we went to a free nmarket system the basis of
rates were basically tied to that historical basis. And so the
Merrimac Valley has been historically, one of the |owest paid
sections of the state. Mst of the hospitals in that region are
| ower paid. There's been a trenendous anount of conpetition and
that conpetition has resulted in a lack of Ileverage in
negotiating better rates, and so we've been | think, pretty
agile at living on a very limted budget and at the sanme tine

delivering highly efficient, high quality care.

M chael Bailit

So, should your rates, your prices, be any higher?
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Nor mand Deschene

Yes.

M chael Bailit

Wy ?

Nor mand Deschene

Because |I'mdelivering a fantastic product.

M chael Bailit

But making a positive operating margin with it.

Nor mand Deschene

Well, a positive operating margin but still, that margin is not

| arge enough to allow nme to conpete on the sanme scale wth
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others. | do have a discrepancy in what |I'm able to pay our
physi ci ans and/or our enployees. W are and have had troubles
around capitalizing the institution and Kkeeping wup wth
technology, and at the same, we've had to nmake the sane

I nvest nents necessary to keep and grow our market.

M chael Bailit

Al t hough you do have a big capital crunch going on right now.

Nor mand Deschene

W do, we do. And what we've been successful is noving and
keepi ng nore people in Lowell. As | nentioned before, going with
an at-risk contract, that gave us sone additional incentives to
i mprove quality, inprove efficiency, and insure that we had nore
people who were formally |eaving Lowell. Lowel | had about a 40
percent out mgration rate. That neans that every person in the
greater Lowell area who was hospitalized, 40 percent of them
were hospitalized in facilities outside of Lowell. For every

time we keep one of those patients at Lowell General, because we
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are one of the lower cost hospitals, we're saving a significant

sum of noney.

M chael Bailit

| just note that because you seem to be doing okay despite
having the lowest paid rates, that it draws into question, in
terms of answers, and we're going to talk a little bit about
answer |ater, that the answers may not always be that the prices
need to conme up. And |I'm not saying that they don't need to cone
up for you but clearly, you ve been able to succeed despite

havi ng sone of the | owest.

Let ne take a couple questions from the audi ence, and there have
been plenty of them and then I want to ask you a little bit
nore about potential solutions. If | can't read the handwiti ng,
then I'm skipping to the next one. Wiy do you think providers
with a high Medicaid percentage are paid on average, very poor
rates by insurers, when insurers say they are making up for

these deficits. Ellen, do you want to take that one?
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El |l en Zane

Sure. Because | don't believe insurers are making up for those
deficits. | think it's the conventional wisdom | think we talk
about that a lot, and | think there's sone genuine attenpt to
talk about it and think about it but the proof is in the
puddi ng. And the proof shows that the highest Medicaid providers
are the lowest paid on the comercial rates, that's what the
data shows. So | think we need to be nore clear about what the
truth of that is. | really don't think it's a conspiracy where
people are trying not to address that, but | think it has been
under-revealed, and now that the data is open, we need to

address it.

M chael Bailit

Jim you said that you thought that this was a reason, sonething

that was influencing your rates.
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Janes Roosevelt Jr

Cost shifting is definitely a factor in price negotiations. It
Is also true that the other factors that we've tal ked about are
present and that in sonme cases, not only will a hospital wth
hi gh Medi cai d usage not have sonme of the other |everage factors
in negotiations, they also will have just a very small nunber of
private payer patients and therefore, not have that be a
significant part of the consideration for either the payer or

the provider in those price negotiations.

M chael Bailit

Understood. Is it cost shifting or is it -- | don't know the
right term cost rising. Karen shared information in the prior
session, that MdPAC had found that hospitals wth high
commercial rates tended to have negative nargins on Medicare,
whi ch woul d suggest that the high comrercial rates allow themto
support higher costs and that's why, at least to ne, that's why
they were losing noney on Medicare. So is the issue truly cost
shifting or is it that your higher rates are allowing the

provi ders costs to rise?
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James Roosevelt Jr

Probably bot h.

M chael Bailit

Let me ask another question, just off the top but it's |egible.
Do we have too many AMCs which are producing a national product,
new physicians that our [|ocal enployers and consunmers can no

| onger afford? Gary, | have to ask you to respond to that.

Gary CGottlieb

| think that the way in which we are paying for the training of
physicians is distorted in the fact that it passes through
indirectly, through Medicare, and then there's the expectation
of cross reinbursenent from other sources, 1is problemtic.
Clearly, every projection is that we have physician shortages,
substantial physician shortages, as access inproves. | nean the
great gift that we've created here in Mssachusetts is an

| nprovenent in access in sone dinensions. Certainly not in

109



mental health services and in other underpaid services, but in a
variety of other areas where there clearly is an inprovenent of
access. As we inprove access nationally, there's denonstrable
evidence of both primary care and a variety of other specialty
shortages. The institutions here collectively, have been ngjor
resources throughout the country and are seen as those ngjor
resources, essentially allowing us to retain quality here, as
well as to be able to essentially be part of a system of

acadenm c health care that sustains and supports training.

M chael Bailit

Jim why have plans, or we'll just say your plan so you're just
speaking for yourself. Wy do you agree to pay for brand
reputation and geographic isolation, rather than rewarding

quality? How can we fix this problenf

Janes Roosevelt Jr

We continually, in our negotiations and in the structure of our
provi der paynent contracts, attenpt to increase the enphasis on

quality. However, these are market negotiations and we do need
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to conme to agreenent in order to mintain networks and to
conpete for nenbers and clients. Wiat you see is the overall

effect of all those factors in the narket.

M chael Bailit

So if you don't pay for brand, you lose a hospital from your
network and then you can't conpete, because you don't have the

hospital or a physician group in your network?

Janes Roosevelt Jr

If a hospital has a particularly strong brand, it my be
essential that that hospital be in our netwrk, and in
particular in our broad network. As you know, and sonebody may
have alluded to, we did pioneer a nore limted network in
eastern Massachusetts. It's not been terribly popular. Now there
appears to be sone shift in the market, particularly led by the
G oup Insurance Comm ssion, to sort of a new approach and a
resurgence. Tufts Health Plan started out as a narrow network
plan entirely, renmained very, very small, as long as it was a

narrow network plan. There are hospitals that consuners,
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particularly on an enployer group purchase basis, wher e
enpl oyees may live in very different geographical areas around
the Conmonwealth, there are hospitals that either because of
geography or because of brand or because of specialty, clients,
that nmeans enployers, and nenbers, want in their network. Now,
tiered networks are another way of approaching that, so that
there is a greater opportunity to have a variety of providers in
the network and as tiering becones nore significant, it's up to
the consuner, up to the nmenber or patient, to choose whether it
is worthwhile to themto pay an additional co-pay in order to --
or deductible, in order to take advantage of providers that have

a particular brand or other attractiveness.

M chael Bailit

Thank you. |'ve got one question | want to ask here, and | want
to lead to spending our last ten mnutes in ternms of talking
about potential strategies or solutions. Ellen, you ve offered
one already, but the special comm ssion on provider price reform
IS just undertaking its efforts this sumer, and so you can help
informthat work. My first question conmes from the audi ence and
Andrei, I'll direct this to you. Do you support short-term

intervention in the provider market to elimnate paynent
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disparities? The Attorney GCeneral's office has suggested that
there mght be a tenporary freeze of sone or all, | can't
remenber which, pay rates. Wuld you support that or sone other

governnment intervention to address disparities?

Andrei Sor an

Two points. Fundanentally, | believe in the market, so | believe
at sone point in time, the market forces should take precedent
over everything else. However, and | think Ellen nentioned this
in her remarks, to sinplify, if we freeze the prices, we bake in
the disparities. In order to change that, there has to be an
intervention. | don't know if any provider that will voluntarily

negoti ate down their prices.

M chael Bailit

So what should be that intervention?
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Karen Tseng

Sorry Mchael, let me just clarify, so that we're debating the
accurate recommendation, which is tenporary restrictions and the
extent to which prices for conparable services can vary. So
there is no recommendation to freeze disparities in place;
rather, the goal is to reduce variation where it's not explained

by val ue.

M chael Bailit

Thank you.

Andrei Sor an

And that's an appropriate recommendation, so | think that

answer s your question.
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M chael Bailit

So you would endorse that? I'm trying to get at, what
recomendati ons would you make, particularly given that you just
said that you would endorse a market based solution. Wat's the
mar ket based solution to the problem with variation that we've

been di scussi ng?

Andrei Sor an

| think that after an intervention, a tenporary intervention, to
then allow the market, within a certain bandwi dth, that takes in
account quality, conplexity, and to sone extent the integration
of services, the ability to provide integrated care. Those
shoul d be the variances, but the variances should not be to the

magni t ude that we are experiencing now.

M chael Bailit

What you' re suggesting then, at least | think and tell me if I'm
wrong, that the intervention is actually an ongoing one and that

governnment should define the allowable factors for wvariation,
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and that variation should exist for only those factors? |Is that

what |'m hearing?

Andr ei Sor an

| think that the market got out of hand and this intervention
will bring it back to a reasonable level. | don't think we'll
see a repeat of what happened, that created that w de range of
di sparity. So | think that's nore a pointed tenporary
intervention. | don't think that -- at least ny opinion is that

there is not going to be a need for perpetual supervision.

M chael Bailit

Right. You think a short-term tenporary intervention wll
junpstart us in the right direction. Norm what do you think,

what should we do?
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Nor mand Deschene

" m speaking on behalf of Lowell General Hospital and not the
Hospital Association. | think there 1is sonme intervention
necessary, especially around physician networks, who are grow ng
around the state and exporting rates. And so to the degree that
a physician today in Lowell is getting paid $100, signs an
agreenent wth a network tonight and then tonorrow is getting
paid $150 for doing the same work, | think that exportation of
those rates needs to be addressed, because it's driving the cost

of health care up.

M chael Bailit

Yeah, but I"'minterested in how.

Nor mand Deschene

Well, | think sone sort of governnental intervention needs to
place in that regard. And | think the nmarket -- | agree wth
Andrei, that there is going to be sonme narket adjustnent.
However, |I'm also in agreenent with Ellen, that | think we need
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to look at organizing peer hospitals and addressing disparity
anongst those peer hospitals, and we can't adjust for the
factors that account for differences in rates wthin sone

bandw dt h and adj ust those accordingly.

M chael Bailit

All right. So you like -- because Andrei was supporting a

tenporary action and El |l en was supporting sonething that --

Nor mand Deschene

Right, 1 wunderstood that. M/ support is tenporary, because |
think there needs to be a recalibration if you wll, of the
mar ket pl ace. And then, once people are closer, on the sane |evel
playing field, then | think the market can deal wth those

di f f erences.
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M chael Bailit

What would prevent the market from returning to where it was?

"' mjust curious.

Nor mand Deschene

Vell | think there is a change, a fundanental change. | don't
t hi nk enough attention has been given to sone of the things that
are going on in the marketplace over the last two years. W're
| ooki ng at 2009, but | think the rate of cost growth has sl owed
down in 2010 and 2011. Again, in the Lowell narket, we're seeing
huge effects of our AQC contract, in that we're able to
redistribute and relocate those patients who otherw se, out
mgrated for their care, back to Lowell. As | said earlier, in
the course of three years, we've seen an 8 percent growth in our
mar ket share, and from our analysis, at |east 7 percent of that

is frompatients who --

M chael Bailit

But is that addressing price variation?
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Nor mand Deschene

Well, it's not addressing price variation but it certainly is
adjusting the marketplace. | think with that growh, we wll --
I think we're enjoying to sonme degree, a growh in our |everage.
As nore and nore people choose us, | think our ability to
negotiate better rates is enhanced. And again, those rates are
going to be at a lower level than sonme of the nobre expensive

acadeni c centers.

M chael Bailit

Gary, |I'm not sure we ever confirmed whether you thought that
price variation was a problem for the Commonwealth or not, so |
don't want to ask you for a solution to a problem that you don't
think exists. So let ne ask you first, whether you think price
variation as not -- this doesn't have anything to do with how
ot her people negotiate and how you negotiate, but |ooking at the
chart that shows variation, is it a problem and if so, what

sol utions --
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Gary CGottlieb

wll, | think the greatest piece of the problem is the
under paynent of a set of providers, because as they're
describing, their ability to both capitalize what's necessary
for safety and quality, as well as to deliver services in a way
that's effective and efficient, is hanpered by what appear to be
rates that are inadequate. And given that | am not unconfortable
essentially, with the ways in which we have been negotiating our
rates, | believe that there is underpaynent there and that

disparity is a marketplace probl em

M chael Bailit

So the solution would be we should begin to pay the |ower paid

provi ders nore?

Gary CGottlieb

Vell, | think that one, there are already market factors.

think the Attorney Ceneral's report, in terns of novenment, in
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ternms of paynent structures, really does require nore tine to
appreciate the changes with shared risk, that AQC and other
related products will likely bring to providers. If you |ook at
JimMs trend over the course of the last three years, your
overall nedical expense trend has gone way down. | think to
Andrei's point, and I would disagree sonmewhat, | think that all
providers are going to have to be price sensitive, so that if
there are groups of providers who are at risk and therefore are
price sensitive and aware of those prices, that wll create
downward pressure on the highest priced providers in terns of
the prices that essentially wll be able to charge. And
additionally, so that the providers thenselves wll create that
sensitivity and additionally, tiered and |imted networks again,
will create a downward pressure on their price. That is a narket
intervention that essentially allows prices to nove down
substantially. Hopefully, they won't nove down catastrophically,
Iin a way that prevents providers that are doing lots of stuff
that everybody would |like to be doing, that the community needs,
i ncl udi ng behavioral health services, having burn centers, being
able to essentially support conmunity health and a variety of
other critical factors in science, essentially are still

preserved.
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M chael Bailit

So you believe that -- an I'm just trying to say back to you
what | think I'm hearing -- the marketplace is going to show new
rigor, in ternms of being able to put pressure on cost, which

wi || hence, put pressure on price.

Gary CGottlieb

| believe that the market is absolutely already putting pressure
on price, and I think that that will essentially put pressure on
providers who are nore expensive, to focus on trying to reduce
cost per unit of service, as well as to come up with paynment
mechani sns that appreciate and create the ability to manage the
hi ghest risk and nobst expensive patients, where so nuch of the
cost shifting exists in all the insurance products, as well as

in the provision of service.

M chael Bailit

So if I try to sumarize what 1've heard from all of you, |I'm

hearing a range from Ellen's idea of creating a common price

123



|l evel and then allowing for negotiation, presumably above and

below that, and within sone limts Ellen or without limts?

El |l en Zane

Vell nmy sense is that we really do need to keep nost of the
system private, and that should be a discussion in private
between the provider and the health plan. So |I think with the
transparency of having a common platform the transparency in

and of itself will keep the Iimts where they need to be.

M chael Bailit

Ckay, so |I'm hearing that from you. |I'm hearing, | think from
Andrei and Jimand | think Norm that you guys |like the idea of
a tenporary action. Is that right Jim were you thinking that as

wel | ?
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Janes Roosevelt Jr

Yes, that's right. A tenporary action is sonething that should

be considered and it should focus on outliers.

M chael Bailit

And then after the action is renoved, there seens to be this
belief that tenporary action wll sort of jolt us into a new

pl ace.

Janes Roosevelt Jr

Vell, | think that we should be given the opportunity and naybe
even the requirenent, to renegotiate affordable and reasonable
risk based contracts. |If those negotiations do not product
af fordabl e and reasonable contracts, then we should re-approach

this question.
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M chael Bailit

And who defines affordabl e?

Janes Roosevelt Jr

| think that in the first place, the market should operate, but
| think that as we have -- as we are doing with the conm ssion
that's just starting to neet and as we're doing annually in

t hese hearings, there will be a public review of that.

M chael Bailit

And then last Gary, what |'m hearing fromyou is you think there
needs to be a focus on increasing the rates for those who are
| owest paid, and then you believe that the existing market

pressures are going to put on the brakes.
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Gary Cottlieb

| think the intensification of the market pressures that have
begun, so | think that there is nonentum really, that really
intensified at the tinme of the greatest econom c slowdown, when
the disparity in growh of health care costs relative to
essentially other value in the marketplace, really showed how
dramatically health care costs are crowding out other critica

servi ces.

M chael Bailit

Wl |l panelists, I'd |like to thank you all, it's noon. Thank you
for being open and sharing your responses with ne, and thank you

audi ence as well.

Seena Perunmal Carrington

| want to further thank you for the panelists and the noderator.

M chael, thank you again, | appreciate your tine and comm tnent
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to providing high value care and addressing the challenges
within the health care delivery system This wasn't an easy
conversation, but know there's a larger discussion on how to
contain health care costs. W're going to break now for |unch

and reconvene pronptly at 12:45. Thank you.

[END OF PART 2]
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